
   1 

                                                          

 

                                  UNITED STATES 

                       SECURITIES AND EXCHANGE COMMISSION 

                              WASHINGTON, DC 20549 

 

                                    FORM 10-Q 

 

                  (MARK ONE) 

 

    / X /         QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE 

                  SECURITIES EXCHANGE ACT OF 1934 

 

    For the quarterly period ended APRIL 30, 1995   or 

 

    /   /         TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF 

                  THE SECURITIES EXCHANGE ACT OF 1934 

 

    For the transition period from                  to   

                                   ---------------      --------------- 

 

    Commission file number   0-6920 

 

                             APPLIED MATERIALS, INC. 

             (Exact name of registrant as specified in its charter) 

 

    Delaware                                                   94-1655526 

    (State or other jurisdiction                             (I.R.S. Employer 

    of incorporation or organization)                        Identification No.) 

 

    3050 Bowers Avenue, Santa Clara, California                    95054-3299 

    (Address of principal executive offices)                       (Zip Code) 

 

    Registrant's telephone number, including area code           (408) 727-5555 

 

         Indicate by check mark whether the registrant (1) has filed all reports 

    required to be filed by Section 13 or 15(d) of the Securities Exchange Act 

    of 1934 during the preceding 12 months (or for such shorter period that the 

    registrant was required to file such reports), and (2) has been subject to 

    such filing requirements for the past 90 days. Yes  X   No    . 

                                                       ---     --- 

    Number of shares outstanding of the issuer's common stock as of  April 30,  

    1995: 84,744,283 

 

                                       1 



   2 

 

 

 

PART I.  FINANCIAL INFORMATION 

 

                             APPLIED MATERIALS, INC. 

                 CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS 

                                   (UNAUDITED) 

 

 

                                                                                   Three Months Ended       Six Months Ended 

- ---------------------------------------------------------------------------------------------------------------------------------

                                                                                April 30,      May 1,      April 30,     May 1, 

(In thousands, except per share data)                                             1995          1994         1995         1994 

- ---------------------------------------------------------------------------------------------------------------------------------

                                                                                                                   

Net sales                                                                     $  675,439    $  411,332    $1,181,547   $  751,781 

                                                                              ----------    ----------    ----------   ---------- 

Costs and expenses: 

     Cost of products sold                                                       370,429       221,941       638,525      406,411 

     Research, development 

       and engineering                                                            73,393        43,654       133,389       82,892 

     Marketing and selling                                                        51,901        39,370        96,046       73,403 

     General and administrative                                                   34,963        20,489        64,987       40,221 

     Other, net                                                                     (141)         (541)        1,653          114 

                                                                              ----------    ----------    ----------   ---------- 

Income from operations                                                           144,894        86,419       246,947      148,740 

 

Interest expense                                                                   5,881         3,472        11,634        7,120 

Interest income                                                                    5,040         2,261         9,983        4,268 

                                                                              ----------    ----------    ----------   ---------- 

Income from consolidated companies before 

     taxes and cumulative effect of accounting 

     change                                                                      144,053        85,208       245,296      145,888 

Provision for income taxes                                                        50,418        29,823        85,853       51,061 

                                                                              ----------    ----------    ----------   ---------- 

Income from consolidated companies before 

     cumulative effect of accounting change                                       93,635        55,385       159,443       94,827 

Equity in net loss of joint venture                                                  --            314           --         2,365 

                                                                              ----------    ----------    ----------   ---------- 

Income before cumulative effect of 

     accounting change                                                            93,635        55,071       159,443       92,462 

Cumulative effect of a change in accounting 

     for income taxes                                                                --             --            --        7,000 

                                                                              ----------    ----------    ----------   ---------- 

Net income                                                                    $   93,635    $   55,071    $  159,443   $   99,462 

                                                                              ----------    ----------    ----------   ---------- 

Earnings per share 

     Before cumulative effect of accounting 

        change                                                                $     1.08    $     0.65    $     1.84   $     1.10 

                                                                              ----------    ----------    ----------   ---------- 

     Net income                                                               $     1.08    $     0.65    $     1.84   $     1.18 

                                                                              ----------    ----------    ----------   ---------- 

Average common shares and 

     equivalents                                                                  86,703        84,761        86,505       83,979 

- ---------------------------------------------------------------------------------------------------------------------------------

 

 

 

     See accompanying notes to consolidated condensed financial statements  
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                             APPLIED MATERIALS, INC. 

                     CONSOLIDATED CONDENSED BALANCE SHEETS* 

 

 

- ----------------------------------------------------------------------------------------------------------------------- 

                                                                                  April 30,                  Oct. 30, 

                  (In thousands)                                                    1995                       1994 

- ----------------------------------------------------------------------------------------------------------------------- 

                                                                                                               

              ASSETS       Current assets: 

                               Cash and cash equivalents                        $     170,754             $     160,320 

                               Short-term investments                                 233,606                   262,005 

                               Accounts receivable, net                               587,292                   405,813 

                               Inventories                                            342,732                   245,710 

                               Deferred income taxes                                  105,122                    99,766 

                               Other current assets                                    67,560                    56,923 

                                                                                -------------             ------------- 

                           Total current assets                                     1,507,066                 1,230,537 

 

                           Property, plant and equipment, net                         522,933                   452,454 

                           Other assets                                                22,157                    19,674 

                                                                                -------------             ------------- 

                           Total assets                                         $   2,052,156             $   1,702,665 

                                                                                -------------             ------------- 

         LIABILITIES       Current liabilities: 

                 AND           Notes payable                                    $      45,190             $      43,081 

       STOCKHOLDERS'           Current portion of long-term debt                       24,577                    15,432 

              EQUITY           Accounts payable and 

                                 accrued expenses                                     520,731                   378,238 

                               Income taxes payable                                    32,506                    59,682 

                                                                                -------------             ------------- 

                           Total current liabilities                                  623,004                   496,433 

 

                           Long-term debt                                             239,743                   209,114 

                           Deferred income taxes and 

                                other non-current obligations                          38,990                    30,854 

                                                                                -------------             ------------- 

                           Total liabilities                                          901,737                   736,401 

                                                                                -------------             ------------- 

                           Stockholders' equity: 

                               Common stock                                               847                       841 

                               Additional paid-in capital                             395,109                   390,655 

                               Retained earnings                                      705,369                   545,926 

                               Cumulative translation adjustments                      49,094                    28,842 

                                                                                -------------             ------------- 

                           Total stockholders' equity                               1,150,419                   966,264 

                                                                                -------------             ------------- 

                           Total liabilities and 

                               stockholders' equity                             $   2,052,156             $   1,702,665 

- -----------------------------------------------------------------------------------------------------------------------  

 

 

                  *Amounts as of April 30, 1995 are unaudited. Amounts as of 

                  October 30, 1994 were obtained from the October 30, 1994 

                  audited financial statements. 

 

     See accompanying notes to consolidated condensed financial statements. 
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                             APPLIED MATERIALS, INC. 

                 CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS 

                                   (UNAUDITED) 

 

 

- ----------------------------------------------------------------------------------------------------------------------- 

                                                                                             Six Months Ended 

                                                                                   April 30,                  May 1, 

                  (In thousands)                                                     1995                      1994 

- ----------------------------------------------------------------------------------------------------------------------- 

                                                                                                               

                  Cash from operating activities: 

                  Net income                                                       $  159,443                $   99,462 

                                                                                   ----------                ----------           

                  Adjustments required to reconcile 

                    net income to net cash flow 

                    provided by operations: 

                    Depreciation and amortization                                      35,570                    23,878 

                    Cumulative effect of a change in 

                        accounting for income taxes                                         -                    (7,000) 

                    Equity in net loss of joint venture                                     -                     2,365 

                    Changes in assets and liabilities: 

                      Accounts receivable                                            (143,272)                  (79,577) 

                      Inventories                                                     (82,565)                  (52,813) 

                      Deferred income taxes                                            (2,437)                        - 

                      Other current assets                                             (8,274)                  (11,722) 

                      Other assets                                                       (677)                   (1,541) 

                      Accounts payable and accrued expenses                           101,914                    48,450 

                      Income taxes payable                                            (27,028)                   (8,054) 

                      Deferred income taxes and 

                          other long-term liabilities                                   4,772                     4,827 

                                                                                   ----------                ----------           

                  Cash provided by operations                                          37,446                    18,275 

                                                                                   ----------                ----------           

                  Cash flows from investing activities: 

                    Capital expenditures                                              (81,309)                  (52,227) 

                    Proceeds from sales of short-term investments                     133,769                    69,917 

                    Purchases of short-term investments                              (105,370)                 (155,851) 

                                                                                   ----------                ----------           

                  Cash used for investing                                             (52,910)                 (138,161) 

                                                                                   ----------                ----------           

                  Cash flows from financing activities: 

                    Short-term  debt repayments, net                                   (5,531)                   (6,487) 

                    Long-term borrowings, including 

                        current portion                                                40,829                         - 

                    Long-term debt repayments                                         (11,719)                   (2,850) 

                    Sales of common stock, net                                          4,460                   106,321 

                                                                                   ----------                ----------           

                  Cash provided by financing                                           28,039                    96,984 

                                                                                   ----------                ----------           

 

                  Effect of exchange rate changes on cash                              (2,141)                      (89) 

                                                                                   ----------                ----------           

                  Increase (decrease) in cash and cash equivalents                     10,434                   (22,991) 

                  Cash and cash equivalents 

                    at beginning of period                                            160,320                   119,597  

                                                                                   ----------                ----------           

                  Cash and cash equivalents at end of period                       $  170,754                $   96,606  

- ----------------------------------------------------------------------------------------------------------------------- 

 

 

 

                  Cash payments for interest expense were $11,746 and $6,759 for 

                  the six months ended April 30, 1995 and May 1, 1994, 

                  respectively. Cash payments for income taxes were $105,700 and 

                  $39,092 for the six months ended April 30, 1995 and May 1, 

                  1994, respectively. 

 

     See accompanying notes to consolidated condensed financial statements. 
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                             APPLIED MATERIALS, INC. 

        NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (UNAUDITED) 

                         SIX MONTHS ENDED APRIL 30, 1995 

                                 (IN THOUSANDS) 

 

1)   Basis of Presentation 

 

     In the opinion of management, the unaudited consolidated condensed interim 

     financial statements included herein have been prepared on the same basis 

     as the October 30, 1994 audited consolidated financial statements and 

     include all adjustments, consisting of only normal recurring adjustments, 

     necessary to fairly state the information set forth therein. Certain 

     amounts in the consolidated statement of cash flows for the six months 

     ended May 1, 1994 have been reclassified to conform with the current 

     period's presentation. 

 

2)   Earnings Per Share 

 

     Earnings per share is computed on the basis of the weighted average number 

     of common shares and common equivalent shares from dilutive stock options. 

 

3)   Inventories 

 

     Inventories are stated at the lower of cost or market, with cost determined 

     on the basis of first-in, first-out (FIFO). 

 

     The components of inventories are as follows: 

 

 

 

                                                       April 30, 1995                      October 30, 1994 

                                                       --------------                      ---------------- 

                                                                                        

     Customer service spares                           $   112,222                           $    75,860 

     Systems raw materials                                  86,157                                56,309 

     Work-in-process                                       109,761                                81,389 

     Finished goods                                         34,592                                32,152 

                                                       -----------                           ----------- 

                                                       $   342,732                           $   245,710 

                                                       ===========                           =========== 

 

 

4)  Short-Term Investments 

 

    Effective October 31, 1994, the Company adopted Statement of Financial 

    Accounting Standards No. 115 (SFAS 115), Accounting for Certain Investments 

    in Debt and Equity Securities. In accordance with SFAS 115, prior year 

    financial statements have not been restated to reflect the change in 

    accounting method. There was no cumulative effect as a result of adopting 

    SFAS 115 in fiscal 1995. 

 

    SFAS 115 requires investment securities to be classified as either held to 

    maturity, trading or available for sale. Management determines the 

    appropriate classification of its investments in debt securities at the time 

    of purchase and reevaluates such determination at each balance sheet date. 

    The Company reviewed its portfolio as of April 30, 1995 and determined its 

    short-term investment portfolio to be available for sale. Under SFAS 115, 

    investments classified as available for sale are required to be recorded at 

    fair value and any temporary difference between an investment's cost and its 

    fair value is required to be recorded as a separate component of 

    stockholders' equity. At April 30, 1995, the fair value of the Company's 

    short-term investments approximated cost. 
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                                  APPLIED MATERIALS, INC. 

                NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (UNAUDITED) 

                               SIX MONTHS ENDED APRIL 30, 1995 

                                     (IN THOUSANDS) 

 

4)   Short-Term Investments, continued, 

 

    Short-term investments at April 30, 1995 are comprised of the following:  

 

 

                                                                       

     Obligations of States and        

       Political Subdivisions                                   $    86,003  

     U.S. Commercial Paper,           

       Corporate Bonds, and  Medium 

       Term Notes                                                    38,992  

     Bank Certificates of Deposit                                    36,884  

     U.S. Treasury Securities                                        56,024  

     Other Debt Securities                                           15,703  

                                                                ----------- 

                                                                $   233,606  

                                                                =========== 

 

 

    Gross unrealized holding gains and losses and gross realized gains and 

    losses on sales of short-term investments were not significant as of or for 

    the quarter ended April 30, 1995. 

 

    Information about the contractual maturities of short-term investments at 

    April 30, 1995 is as follows: 

 

 

                                                                          

     Due in one year or less                                    $     125,374  

     Due after one year through three years                            82,325  

     Due after three years                                             25,907  

                                                                ------------- 

                                                                $     233,606  

                                                                ============= 

 

 

  

5)   Derivative Financial Instruments 

 

     The Company enters into forward exchange contracts to hedge certain firm 

     commitments denominated in foreign currencies and purchases currency option 

     contracts to hedge certain anticipated, but not yet committed, transactions 

     expected to be denominated in foreign currencies. The purpose of the 

     Company's foreign currency management activity is to protect the Company 

     from the risk that the eventual cash flows from foreign currency 

     denominated transactions may be adversely affected by changes in exchange 

     rates. The term of the currency instruments used is consistent with the 

     timing of the committed or anticipated transactions being hedged. The 

     Company does not hold or issue financial instruments for trading or 

     speculative purposes. 

 

     Deferred results of option and forward contracts are recognized in income 

     when the related transactions being hedged are recognized. At April 30, 

     1995, the deferred gains and losses on option and forward contracts were 

     not material. At April 30, 1995, the Company had forward exchange contracts 

     to sell U.S. dollars for foreign currency with notional amounts of $272,743 

     and 
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                             APPLIED MATERIALS, INC. 

        NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (UNAUDITED) 

                         SIX MONTHS ENDED APRIL 30, 1995 

                                 (IN THOUSANDS) 

 

5)   Derivative Financial Instruments, continued, 

 

     forward exchange contracts to buy U.S. dollars for foreign currency with 

     notional amounts of $425,125. At April 30, 1995, the Company had purchased 

     currency option contracts, with gross notional amounts of $92,381. All 

     currency forward and option contracts have maturities of less than two 

     years and are primarily to buy or sell Japanese yen in exchange for U.S. 

     dollars. Management believes that these forward contracts and purchased 

     option contracts should not subject the Company to undue risk due to 

     foreign exchange movements because gains and losses on these contracts 

     should offset gains and losses on the assets, liabilities and transactions 

     being hedged. The Company is exposed to credit-related losses in the event 

     of nonperformance by counterparties to financial instruments, but it does 

     not expect any counterparties to fail to meet their obligations, given 

     their credit ratings. 
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                             APPLIED MATERIALS, INC. 

           MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 

                            AND RESULTS OF OPERATIONS 

 

During the second quarter of fiscal 1995 Applied Materials, Inc. reported record 

net sales of $675 million. New orders of $927 million were received during the 

quarter, driven by orders for the Company's Precision 5000, Endura, and 

Precision Implant 9500 platforms. Backlog at April 30, 1995 was $1,222 million, 

up from $715 million at October 30, 1994. 

 

RESULTS OF OPERATIONS 

 

The Company's worldwide net sales for the three and six month periods ended 

April 30, 1995 increased by 64 percent and 57 percent, respectively, from the 

corresponding periods in fiscal 1994. This growth can be primarily attributed to 

increased unit sales of the Company's single-wafer, multi-chamber systems and 

increases in customer support revenues. Compared with the six months ended May 

1, 1994, Physical Vapor Deposition (PVD), Chemical Vapor Deposition (CVD), Etch 

and Ion Implant sales for fiscal 1995 were all up significantly. Regionally, 67 

percent of the Company's net sales for the second quarter of fiscal 1995 were to 

customers located outside North America compared to 58 percent in the first 

quarter of 1995 and 66 percent in the comparable 1994 period. Sales to customers 

located outside North America represented 63 percent in the first half of fiscal 

1995 compared to 62 percent in the first half of 1994. Fiscal 1995 year to date 

sales to customers located in Asia-Pacific increased 158 percent from the prior 

year and accounted for 29 percent of the Company's fiscal 1995 year to date 

sales, an increase from 18 percent in the comparable fiscal period in 1994. This 

increase was driven primarily by revenue from systems shipped in response to 

large orders placed by Korean customers in the first half of fiscal 1995. As a 

percentage of the Company's fiscal 1995 year to date sales, both Europe and 

Japan decreased to 12 percent and 22 percent, respectively, compared to 18 

percent and 27 percent for the comparable fiscal 1994 period. While sales in all 

regions increased for the six month period ended April 30, 1995 from the 

comparable period in the previous year, the percentage of total sales in each 

region was impacted by the significant sales growth in Asia-Pacific. 

 

Year to date fiscal 1995 new orders increased in all geographic regions when 

compared to the comparable period in fiscal 1994. New orders received from 

Asia-Pacific customers represented 34 percent of the total orders received in 

the first half of fiscal 1995, as compared to 27 percent in the first half of 

fiscal 1994, as dynamic random access memory (DRAM) manufacturers placed large 

orders for new eight-inch equipment to be used for 16 Mbit production and 64 

Mbit pilot lines. Asia-Pacific customers are expected to continue to account for 

a high share of the Company's sales in the near term driven by the high order 

levels in the first half of fiscal 1995. New orders received during the first 

half  
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of fiscal 1995 in North America, Europe and Japan were 29, 12 and 25 percent of 

total orders received, respectively, compared to 30, 19 and 23 percent in the 

comparable period of fiscal 1994. The global semiconductor equipment market 

remains strong, yet each region exhibits unique investment patterns causing 

regional order growth rates to vary from quarter to quarter. Orders in 

Asia-Pacific are expected to moderate in the second half of fiscal 1995 and 

return to order levels experienced during periods within the last two years 

prior to the recent significant Korean investments. The combined orders from 

North America, Europe and Japan appear to be sustainable at current levels 

during the remainder of fiscal 1995. 

 

Gross margin as a percentage of sales for the three and six month periods ended 

April 30, 1995 was 45 percent and 46 percent, respectively, and have remained 

consistent when compared to the gross margin of 46 percent for both the three 

and six month periods ended May 1, 1994. The ramp in shipments during the three 

months ended April 30, 1995 resulted in production inefficiencies and costs 

which reduced the gross margin by one percent when compared to the three months 

ended May 1, 1994. Past margin trends are not necessarily indicative of future 

margin performance. 

 

Operating expenses as a percentage of sales for the three and six month periods 

ended April 30, 1995 improved to 24 percent and 25 percent, respectively, 

compared to 25 percent and 26 percent in the corresponding periods in fiscal 

1994. This improvement is driven primarily by the Company's record sales levels 

and the Company's efforts to grow operating expenses at a lower rate than 

revenues. The Company intends to continue to invest significant funds for 

facilities expansion, information systems technology and personnel to support 

higher volumes of business and thus there can be no assurance that the Company 

will be successful in maintaining or improving future operating expenses as a 

percentage of sales. 

 

Significant operations of the Company are conducted in Japanese yen, British 

pounds sterling and other European currencies. Forward exchange contracts and 

options are purchased to hedge certain existing firm commitments and anticipated 

foreign currency denominated transactions over the next two years. Gains and 

losses on hedge contracts are reported as a component of the related 

transaction. Because the impact of movements in currency exchange rates on 

foreign exchange contracts offsets the related impact on the underlying items 

being hedged, these financial instruments do not subject the Company to 

speculative risk that would otherwise result from changes in currency exchange 

rates. With the strengthening of the Japanese yen relative to the U.S. dollar 

when comparing the second quarter of fiscal 1995 to the second quarter of fiscal 

1994, the Company experienced a slightly favorable impact to its results of 

operations after the effects of the foreign currency hedging activities. To 

date, exchange gains and losses resulting from translation of foreign currencies 

into U.S. dollars have not had a significant effect on the Company's results of 

operations. 
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The Company's effective tax rate for the second quarter and first half of fiscal 

1995 was 35 percent, consistent with fiscal 1994. Management anticipates the 35 

percent effective tax rate will continue through the end of fiscal 1995. 

 

The market served by the Company is characterized by rapid technological change, 

increasingly precise customer specifications and global service requirements. 

The Company's future operating results may be affected by inherent uncertainties 

characteristic of the worldwide semiconductor equipment industry. Such 

uncertainties include, but are not limited to, the development of new 

technologies, the anticipated transition to a new generation of semiconductor 

devices, competitive pricing pressures, global economic conditions, and the 

availability of needed components. Accordingly, recent historical operating 

results should be only one factor in evaluating the future financial performance 

of the Company. 

 

FINANCIAL CONDITION, LIQUIDITY AND CAPITAL RESOURCES 

 

The Company's financial condition at April 30, 1995 remained strong. Total 

current assets exceeded total current liabilities by 2.4 times, compared to 2.5 

at October 30, 1994. During the first two quarters of fiscal 1995, cash, cash 

equivalents, and short-term investments decreased by $18 million. Cash provided 

by operations since October 30, 1994 totaled $37 million resulting primarily 

from net income and increases in accounts payable and accrued expenses offset by 

increases in accounts receivable and inventory. The increase in accounts 

receivable was due to increased sales volumes over the prior period. Inventory 

levels have increased in order to fulfill customer orders scheduled for delivery 

in the second half of fiscal 1995. Other sources of cash include long-term 

borrowings of $41 million offset by $17 million of borrowing reductions. These 

additional borrowings will be used for facilities expansion in Japan to meet 

customer demands. Other uses of cash include investments in facilities and 

capital equipment of $81 million. Capital expenditures are expected to be 

approximately $265 million for fiscal year 1995. This amount includes funds for 

global facilities expansion, investments in demonstration and test equipment, 

information systems and other capital expenditures. 

 

At April 30, 1995, the Company's principal sources of liquidity consisted of 

$404 million of cash, cash equivalents and short-term investments and $226 

million in available U.S. and foreign credit facilities. The Company's liquidity 

is affected by many factors, some based on the typical on-going operations of 

the business and others related to the uncertainties of the industry and global 

economies. Although the Company's cash requirements will fluctuate based on the 

timing and extent of these factors, management believes that cash generated from 

operations, together with the liquidity provided by existing cash balances and 

current borrowing arrangements, will be sufficient to support operations through 

the fiscal year. 
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PART II  OTHER INFORMATION 

 

Item 1.  Legal Proceedings 

 

         In the first of two lawsuits filed by the Company against Advanced 

         Semiconductor Materials, Inc., Epsilon Technology, Inc. (doing business 

         as ASM Epitaxy) and Advanced Semiconductor Materials International N.V. 

         (the defendants, together, hereafter referred to as "ASM"), described 

         in the Company's Annual Report on Form 10-K for its fiscal year ended 

         October 30, 1994, Judge William Ingram of the United States District 

         Court for the Northern District of California ruled that ASM's Epsilon 

         I infringes certain of the Company's United States patents and issued 

         an injunction against ASM's manufacture, use and sale of the ASM 

         Epsilon I epitaxial reactor in the United States. ASM has appealed the 

         decision and the injunction has been stayed pending the appeal. The 

         stay order requires that ASM pay a fee, as a security for the Company's 

         interest, for each Epsilon I system sold by ASM in the U.S. after the 

         date of the injunction. Judge Whyte of the same Court separately ruled 

         that the proceedings to resolve the issues of damages, willful 

         infringement and ASM's counterclaims, which had been bifurcated for 

         separate trial, will also be stayed pending the appeal of Judge 

         Ingram's decision. Oral arguments regarding this appeal are currently 

         scheduled for June 5, 1995. The trial of the second of the Company's 

         patent infringement lawsuits against ASM occurred before Judge Whyte in 

         May 1995. There is no scheduled date for a decision. Trial of ASM's 

         patent infringement lawsuit against the Company has now been severed 

         into two parts. ASM's claim involving one patent relating to the 

         Company's single wafer epitaxial product line is currently scheduled 

         for trial in February, 1996 and ASM has requested a stay of these 

         proceedings pending its separate request for further proceedings 

         regarding this patent in the U.S. Patent and Trademark Office. No trial 

         date has been set with respect to ASM's claim involving one patent 

         which relates to the Company's Precision 5000 product lines. Finally, 

         the Company has filed a Declaratory Judgment action against ASM 

         requesting that an ASM patent be held invalid and not infringed by the 

         Company's single wafer epitaxial product line. No trial date has been 

         set in this lawsuit. 
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         In September, 1994, General Signal Corporation filed a lawsuit against 

         the Company in the United States District Court, District of Delaware. 

         General Signal alleges that the Company infringes five of General 

         Signal's United States patents by making, using, selling or offering 

         for sale multichamber wafer fabrication equipment, including for 

         example, the Precision 5000 series machines. General Signal seeks an 

         injunction, multiple damages and costs, including reasonable attorneys' 

         fees and interest, and such other relief as the court may deem just and 

         proper. This lawsuit is currently in discovery and no trial date has 

         been set. 

 

         In January 1995, the Company filed a lawsuit against Novellus Systems, 

         Inc. in the United States District Court, Northern District of 

         California. This lawsuit alleges that Novellus' Concept One and Concept 

         Two systems infringe the Company's U.S. patent relating to the 

         TEOS-based, plasma enhanced CVD process for silicon oxide deposition. 

         The lawsuit seeks an injunction, multiple damages and costs, including 

         reasonable attorneys' fees and interest, and such other relief as the 

         court may deem just and proper. This lawsuit is currently in discovery 

         and no trial date has been set. 

 

         In the normal course of business, the Company from time to time 

         receives and makes inquiries with regard to possible patent 

         infringement. Management believes that it is unlikely that the outcome 

         of these lawsuits or of the patent infringement inquiries will have a 

         material adverse effect on the Company's financial position or results 

         of operations. 

 

Item 4.       Submission of Matters to a Vote of Security-Holders. 

 

              The Annual Meeting of Stockholders was held March 14, 1995 in 

              Santa Clara, California. Nine incumbent directors were re-elected 

              without opposition to serve another one year term in office. In 

              addition, Tsuyoshi Kawanishi was elected to the Board of 

              Directors. The result of this election was as follows: 
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              Name of Director                                  Votes For                 Votes Withheld 

              ----------------                                  ---------                 -------------- 

                                                                                           

              James C. Morgan                                   71,493,185                    353,303 

              James W. Bagley                                   71,477,814                    368,674 

              Dan Maydan                                        71,467,481                    379,007 

              Michael H. Armacost                               71,557,150                    289,338 

              Herbert M. Dwight, Jr.                            71,584,012                    262,476 

              George B. Farnsworth                              71,562,850                    283,638 

              Philip V. Gerdine                                 71,586,337                    260,151 

              Tsuyoshi Kawanishi                                71,382,490                    463,998 

              Paul R. Low                                       71,573,643                    272,845 

              Alfred J. Stein                                   64,489,765                  7,356,723 

 

 

 

              On a proposal to adopt the Company's 1995 Equity Incentive Plan, 

              there were 38,594,379 votes cast in favor of this measure and 

              26,465,472 votes cast against it. There were 687,253 abstentions 

              and 6,099,384 broker non-votes. 

 

              On a proposal to adopt the Company's Senior Executive Bonus Plan, 

              there were 66,391,282 votes cast in favor of this measure and 

              3,951,780 votes cast against it. There were 753,623 abstentions 

              and 749,803 broker non-votes. 

 

Item 6.       Exhibits and Reports on Form 8-K 

 

              a)  Exhibits are numbered in accordance with the Exhibit Table of  

                  Item 601 of Regulation S-K: 

 

                  10.22             The Applied Materials, Inc. 1995 Equity  

                                    Incentive Plan, dated April 5, 1995. 

 

                  10.23             The Applied Materials, Inc. Senior Executive 

                                    Bonus Plan, dated September 23, 1994. 

 

                  10.24             The Applied Materials, Inc. Executive  

                                    Deferred Compensation Plan, as amended and 

                                    restated on April 1, 1995. 

 

              b)  No reports on Form 8-K were filed by the Company during the 

                  quarter ended April, 1995. 
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                                    SIGNATURE 

 

Pursuant to the requirements of the Securities Exchange Act of 1934, the 

registrant has duly caused this report to be signed on its behalf by the 

undersigned thereunto duly authorized. 

 

                                       APPLIED MATERIALS, INC. 

 

June 5, 1995                           By:   \s\Gerald F. Taylor 

                                          --------------------------------- 

                                             Gerald F. Taylor 

                                             Senior Vice President and 

                                             Chief Financial Officer 

                                             (Principal Financial Officer) 

 

 

 

                                       By:   \s\Michael K. O'Farrell 

                                          --------------------------------- 

                                             Michael K. O'Farrell 

                                             Corporate Controller 

                                             (Principal Accounting Officer) 
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                                 EXHIBIT 10.22 

 

                             APPLIED MATERIALS, INC. 

                           1995 EQUITY INCENTIVE PLAN 

 

                  APPLIED MATERIALS, INC., hereby adopts the Applied Materials, 

Inc. 1995 Equity Incentive Plan, effective as of December 7, 1994, as follows: 

 

                                    SECTION 1 

                        BACKGROUND, PURPOSE AND DURATION 

 

                  1.1 Background and Effective Date. The Plan permits the grant 

of Nonqualified Stock Options, Incentive Stock Options, SARs, Restricted Stock, 

Performance Units, and Performance Shares. The Plan is effective as of December 

7, 1994, subject to ratification by an affirmative vote of the holders of a 

majority of the Shares which are present in person or by proxy and entitled to 

vote at the 1995 Annual Meeting of Stockholders. Awards may be granted prior to 

the receipt of such vote, but such grants shall be null and void if such vote is 

not in fact received. 

 

                  1.2 Purpose of the Plan. The Plan is intended to attract, 

motivate, and retain (1) employees of the Company and its Affiliates, (2) 

consultants who provide significant services to the Company and its Affiliates, 

and (3) directors of the Company who are employees of neither the Company nor 

any Affiliate. The Plan also is designed to encourage stock ownership by 

Participants, thereby aligning their interests with those of the Company's 

shareholders. 

 

                                    SECTION 2 

                                   DEFINITIONS 

 

                  The following words and phrases shall have the following 

meanings unless a different meaning is plainly required by the context: 

 

                  2.1 "1934 Act" means the Securities Exchange Act of 1934, as 

amended. Reference to a specific section of the 1934 Act or regulation 

thereunder shall include such section or regulation, any valid regulation 

promulgated under such section, and any comparable provision of any future 

legislation or regulation amending, supplementing or superseding such section or 

regulation. 

 

                  2.2 "Affiliate" means any corporation or any other entity 

(including, but not limited to, partnerships and joint ventures) controlling, 

controlled by, or under common control with the Company. 

 

                  2.3 "Affiliated SAR" means an SAR that is granted in 

connection with a related Option, and which automatically will be deemed to be 

exercised at the same time that the related Option is exercised. 

 

                  2.4 "Annual Revenue" means the Company's or a business unit's 

net sales for the Fiscal Year, determined in accordance with generally accepted 

accounting principles; provided, however, that prior to the Fiscal Year, the 

Committee shall determine whether any significant item(s) shall be excluded or 

included from the calculation of Annual Revenue with respect to one or more 

Participants. 

 

                  2.5 "Award" means, individually or collectively, a grant under 

the Plan of Nonqualified Stock Options, Incentive Stock Options, SARs, 

Restricted Stock, Performance Units, or Performance Shares. 
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                  2.6 "Award Agreement" means the written agreement setting 

forth the terms and provisions applicable to each Award granted under the Plan. 

 

                  2.7 "Board" or "Board of Directors" means the Board of 

Directors of the Company. 

 

                  2.8 "Code" means the Internal Revenue Code of 1986, as 

amended. Reference to a specific section of the Code or regulation thereunder 

shall include such section or regulation, any valid regulation promulgated under 

such section, and any comparable provision of any future legislation or 

regulation amending, supplementing or superseding such section or regulation. 

 

                  2.9 "Committee" means the committee appointed by the Board 

(pursuant to Section 3.1) to administer the Plan. 

 

                  2.10 "Company" means Applied Materials, Inc., a Delaware 

corporation, or any successor thereto. With respect to the definitions of the 

Performance Goals, the Committee may determine that "Company" means Applied 

Materials, Inc. and its consolidated subsidiaries. 

 

                  2.11 "Consultant" means any consultant, independent 

contractor, or other person who provides significant services to the Company or 

its Affiliates, but who is neither an Employee nor a Director. 

 

                  2.12 "Controllable Profits" means as to any Fiscal Year, a 

business unit's Annual Revenue minus (a) cost of sales, (b) research, 

development, and engineering expense, (c) marketing and sales expense, (d) 

general and administrative expense, (e) extended receivables expense, and (f) 

shipping requirement deviation expense. 

 

                  2.13 "Customer Satisfaction MBOs" means as to any Participant, 

the objective and measurable individual goals set by a "management by 

objectives" process and approved by the Committee, which goals relate to the 

satisfaction of external or internal customer requirements. 

 

                  2.14 "Director" means any individual who is a member of the 

Board of Directors of the Company. 

 

                  2.15 "Disability" means a permanent and total disability 

within the meaning of Code section 22(e)(3), provided that in the case of Awards 

other than Incentive Stock Options, the Committee in its discretion may 

determine whether a permanent and total disability exists in accordance with 

uniform and non-discriminatory standards adopted by the Committee from time to 

time. 

 

                  2.16 "Earnings Per Share" means as to any Fiscal Year, the 

Company's Net Income or a business unit's Pro Forma Net Income, divided by a 

weighted average number of common shares outstanding and dilutive common 

equivalent shares deemed outstanding. 

 

                  2.17 "Employee" means any employee of the Company or of an 

Affiliate, whether such employee is so employed at the time the Plan is adopted 

or becomes so employed subsequent to the adoption of the Plan. 

 

                  2.18 "ERISA" means the Employee Retirement Income Security Act 

of 1974, as amended. Reference to a specific section of ERISA or regulation 

thereunder shall include such section or regulation, any valid regulation 

promulgated under such section, and any comparable provision of any future 

legislation or regulation amending, supplementing or superseding such section or 

regulation. 

 

                  2.19 "Exercise Price" means the price at which a Share may be 

purchased by a Participant pursuant to the exercise of an Option. 
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                  2.20 "Fair Market Value" means the last quoted per share 

selling price for Shares on the relevant date, or if there were no sales on such 

date, the arithmetic mean of the highest and lowest quoted selling prices on the 

nearest day before and the nearest day after the relevant date, as determined by 

the Committee. Notwithstanding the preceding, for federal, state, and local 

income tax reporting purposes, fair market value shall be determined by the 

Committee (or its delegate) in accordance with uniform and nondiscriminatory 

standards adopted by it from time to time. 

 

                  2.21 "Fiscal Year" means the fiscal year of the Company. 

 

                  2.22 "Freestanding SAR" means a SAR that is granted 

independently of any Option. 

 

                  2.23 "Grant Date" means, with respect to an Award, the date 

that the Award was granted. 

 

                  2.24 "Incentive Stock Option" means an Option to purchase 

Shares which is designated as an Incentive Stock Option and is intended to meet 

the requirements of section 422 of the Code. 

 

                  2.25 "Individual MBOs" means as to a Participant, the 

objective and measurable goals set by a "management by objectives" process and 

approved by the Committee (in its discretion). 

 

                  2.26 "Net Income" means as to any Fiscal Year, the income 

after taxes of the Company for the Fiscal Year determined in accordance with 

generally accepted accounting principles, provided that prior to the Fiscal 

Year, the Committee shall determine whether any significant item(s) shall be 

included or excluded from the calculation of Net Income with respect to one or 

more Participants. 

 

                  2.27 "New Orders" means as to any Fiscal Year, the firm orders 

for a system, product, part, or service that are being recorded for the first 

time as defined in the Company's Order Recognition Policy. 

 

                  2.28 "Nonemployee Director" means a Director who is an 

employee of neither the Company nor of any Affiliate. 

 

                  2.29 "Nonqualified Stock Option" means an option to purchase 

Shares which is not intended to be an Incentive Stock Option. 

 

                  2.30 "Option" means an Incentive Stock Option or a 

Nonqualified Stock Option. 

 

                  2.31 "Participant" means an Employee, Consultant, or 

Nonemployee Director who has an outstanding Award. 

 

                  2.32 "Performance Goals" means the goal(s) (or combined 

goal(s)) determined by the Committee (in its discretion) to be applicable to a 

Participant with respect to an Award. As determined by the Committee, the 

Performance Goals applicable to an Award may provide for a targeted level or 

levels of achievement using one or more of the following measures: (a) Annual 

Revenue, (b) Controllable Profits, (c) Customer Satisfaction MBOs, (d) Earnings 

Per Share, (e) Individual MBOs, (f) Net Income, (g) New Orders, (h) Pro Forma 

Net Income, (i) Return on Designated Assets, and (j) Return on Sales. The 

Performance Goals may differ from Participant to Participant and from Award to 

Award. 

 

                  2.33 "Performance Share" means an Award granted to a 

Participant pursuant to Section 8. 
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                  2.34 "Performance Unit" means an Award granted to a 

Participant pursuant to Section 8. 

 

                  2.35 "Period of Restriction" means the period during which the 

transfer of Shares of Restricted Stock are subject to restrictions and 

therefore, the Shares are subject to a substantial risk of forfeiture. As 

provided in Section 7, such restrictions may be based on the passage of time, 

the achievement of target levels of performance, or the occurrence of other 

events as determined by the Committee, in its discretion. 

 

                  2.36 "Plan" means the Applied Materials, Inc. 1995 Equity 

Incentive Plan, as set forth in this instrument and as hereafter amended from 

time to time. 

 

                  2.37 "Pro Forma Net Income" means as to any business unit for 

any Fiscal Year, the Controllable Profits of such business unit, minus 

allocations of designated corporate expenses. 

 

                  2.38 "Restricted Stock" means an Award granted to a 

Participant pursuant to Section 7. 

 

                  2.39 "Retirement" means, in the case of an Employee, a 

Termination of Service by reason of the Employee's retirement at or after his or 

her normal retirement date under the Applied Materials, Inc. Employee Savings 

and Retirement Plan, or any successor plan. With respect to a Consultant, no 

Termination of Service shall be deemed to be on account of "Retirement". With 

respect to a Nonemployee Director, "Retirement" means termination of service on 

the Board at or after age 65. 

 

                  2.40 "Return on Designated Assets" means as to any Fiscal 

Year, the Pro Forma Net Income of a business unit, divided by the average of 

beginning and ending business unit designated assets, or Net Income of the 

Company, divided by the average of beginning and ending designated corporate 

assets. 

 

                  2.41 "Return on Sales" means as to any Fiscal Year, the 

percentage equal to the Company's Net Income or the business unit's Pro Forma 

Net Income, divided by the Company's or the business unit's Annual Revenue. 

 

                  2.42 "Rule 16b-3" means Rule 16b-3 promulgated under the 1934 

Act, and any future regulation amending, supplementing or superseding such 

regulation. 

 

                  2.43 "Section 16 Person" means a person who, with respect to 

the Shares, is subject to section 16 of the 1934 Act. 

 

                  2.44 "Shares" means the shares of common stock of the Company. 

 

                  2.45 "Stock Appreciation Right" or "SAR" means an Award, 

granted alone or in connection with a related Option, that pursuant to Section 7 

is designated as an SAR. 

 

                  2.46 "Subsidiary" means any corporation in an unbroken chain 

of corporations beginning with the Company if each of the corporations other 

than the last corporation in the unbroken chain then owns stock possessing fifty 

percent (50%) or more of the total combined voting power of all classes of stock 

in one of the other corporations in such chain. 

 

                  2.47 "Tandem SAR" means an SAR that is granted in connection 

with a related Option, the exercise of which shall require forfeiture of the 

right to purchase an equal number of Shares under the related Option (and when a 

Share is purchased under the Option, the SAR shall be canceled to the same 

extent). 
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                  2.48 "Termination of Service" means (a) in the case of an 

Employee, a cessation of the employee-employer relationship between an employee 

and the Company or an Affiliate for any reason, including, but not by way of 

limitation, a termination by resignation, discharge, death, Disability, 

Retirement, or the disaffiliation of an Affiliate, but excluding any such 

termination where there is a simultaneous reemployment by the Company or an 

Affiliate; and (b) in the case of a Consultant, a cessation of the service 

relationship between a Consultant and the Company or an Affiliate for any 

reason, including, but not by way of limitation, a termination by resignation, 

discharge, death, Disability, or the disaffiliation of an Affiliate, but 

excluding any such termination where there is a simultaneous re-engagement of 

the consultant by the Company or an Affiliate. 

 

                                    SECTION 3 

                                 ADMINISTRATION 

 

                  3.1 The Committee. The Plan shall be administered by the 

Committee. The Committee shall consist of not less than two (2) Directors. The 

members of the Committee shall be appointed from time to time by, and shall 

serve at the pleasure of, the Board of Directors. The Committee shall be 

comprised solely of Directors who both are (a) "disinterested persons" under 

Rule 16b-3, and (b) "outside directors" under section 162(m) of the Code. 

 

                  3.2 Authority of the Committee. It shall be the duty of the 

Committee to administer the Plan in accordance with the Plan's provisions. The 

Committee shall have all powers and discretion necessary or appropriate to 

administer the Plan and to control its operation, including, but not limited to, 

the power to (a) determine which Employees and Consultants shall be granted 

Awards, (b) prescribe the terms and conditions of the Awards (other than the 

Options granted to Nonemployee Directors pursuant to Section 9), (c) interpret 

the Plan and the Awards, (d) adopt such procedures and subplans as are necessary 

or appropriate to permit participation in the Plan by Employees, Consultants and 

Directors who are foreign nationals or employed outside of the United States, 

(e) adopt rules for the administration, interpretation and application of the 

Plan as are consistent therewith, and (f) interpret, amend or revoke any such 

rules. 

 

                  3.3 Delegation by the Committee. The Committee, in its sole 

discretion and on such terms and conditions as it may provide, may delegate all 

or any part of its authority and powers under the Plan to one or more directors 

or officers of the Company; provided, however, that the Committee may not 

delegate its authority and powers (a) with respect to Section 16 Persons, or (b) 

in any way which would jeopardize the Plan's qualification under section 162(m) 

of the Code or Rule 16b-3. 

 

                  3.4 Nonemployee Director Options. Notwithstanding any contrary 

provision of this Section 3, the Board shall administer Section 9 of the Plan, 

and the Committee shall exercise no discretion with respect to Section 9. In the 

Board's administration of Section 9 and the Options granted to Nonemployee 

Directors, the Board shall have all of the authority and discretion otherwise 

granted to the Committee with respect to the administration of the Plan. 

 

                  3.5 Decisions Binding. All determinations and decisions made 

by the Committee, the Board, and any delegate of the Committee pursuant to the 

provisions of the Plan shall be final, conclusive, and binding on all persons, 

and shall be given the maximum deference permitted by law. 
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                                    SECTION 4 

                           SHARES SUBJECT TO THE PLAN 

 

                  4.1 Number of Shares. Subject to adjustment as provided in 

Section 4.3, the total number of Shares available for grant under the Plan shall 

not exceed 6,300,000. Shares granted under the Plan may be either authorized but 

unissued Shares or treasury Shares. 

 

                  4.2 Lapsed Awards. If an Award is settled in cash, or is 

cancelled, terminates, expires, or lapses for any reason (with the exception of 

the termination of a Tandem SAR upon exercise of the related Option, or the 

termination of a related Option upon exercise of the corresponding Tandem SAR), 

any Shares subject to such Award again shall be available to be the subject of 

an Award. 

 

                  4.3 Adjustments in Awards and Authorized Shares. In the event 

of any merger, reorganization, consolidation, recapitalization, separation, 

liquidation, stock dividend, split-up, Share combination, or other change in the 

corporate structure of the Company affecting the Shares, the Committee shall 

adjust the number and class of Shares which may be delivered under the Plan, the 

number, class, and price of Shares subject to outstanding Awards, and the 

numerical limits of Sections 5.1, 6.1, 7.1, and 8.1, in such manner as the 

Committee (in its sole discretion) shall determine to be appropriate to prevent 

the dilution or diminution of such Awards. In the case of Options granted to 

Nonemployee Directors pursuant to Section 9, the foregoing adjustments shall be 

made by the Board, and any such adjustments also shall apply to the future 

grants provided by Section 9. Notwithstanding the preceding, the number of 

Shares subject to any Award always shall be a whole number. 

 

                                    SECTION 5 

                                  STOCK OPTIONS 

 

                  5.1 Grant of Options. Subject to the terms and provisions of 

the Plan, Options may be granted to Employees and Consultants at any time and 

from time to time as determined by the Committee in its sole discretion. The 

Committee, in its sole discretion, shall determine the number of Shares subject 

to each Option, provided that during any Fiscal Year, no Participant shall be 

granted Options covering more than 350,000 Shares. The Committee may grant 

Incentive Stock Options, Nonqualified Stock Options, or a combination thereof. 

 

                  5.2 Award Agreement. Each Option shall be evidenced by an 

Award Agreement that shall specify the Exercise Price, the expiration date of 

the Option, the number of Shares to which the Option pertains, any conditions to 

exercise of the Option, and such other terms and conditions as the Committee, in 

its discretion, shall determine. The Award Agreement shall also specify whether 

the Option is intended to be an Incentive Stock Option or a Nonqualified Stock 

Option. 

 

                  5.3 Exercise Price. Subject to the provisions of this  

Section 5.3, the Exercise Price for each Option shall be determined by the  

Committee in its sole discretion. 

 

                      5.3.1 Nonqualified Stock Options. In the case of a Non- 

qualified Stock Option, the Exercise Price shall be not less than one hundred 

percent (100%) of the Fair Market Value of a Share on the Grant Date. 
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                      5.3.2 Incentive Stock Options. In the case of an Incentive 

Stock Option, the Exercise Price shall be not less than one hundred percent 

(100%) of the Fair Market Value of a Share on the Grant Date; provided, however, 

that if on the Grant Date, the Employee (together with persons whose stock 

ownership is attributed to the Employee pursuant to section 424(d) of the Code) 

owns stock possessing more than 10% of the total combined voting power of all 

classes of stock of the Company or any of its Subsidiaries, the Exercise Price 

shall be not less than one hundred and ten percent (110%) of the Fair Market 

Value of a Share on the Grant Date. 

 

                      5.3.3 Substitute Options. Notwithstanding the provisions 

of Sections 5.3.1 and 5.3.2, in the event that the Company or an Affiliate 

consummates a transaction described in section 424(a) of the Code (e.g., the 

acquisition of property or stock from an unrelated corporation), persons who 

become Employees or Consultants on account of such transaction may be granted 

Options in substitution for options granted by their former employer. If such 

substitute Options are granted, the Committee, in its sole discretion and 

consistent with section 424(a) of the Code, may determine that such substitute 

Options shall have an exercise price less than one hundred (100%) of the Fair 

Market Value of the Shares on the Grant Date. 

 

                  5.4 Expiration of Options. 

 

                      5.4.1 Expiration Dates. Each Option shall terminate no 

         later than the first to occur of the following events: 

 

                      (a) The date for termination of the Option set forth in 

         the written Award Agreement; or 

 

                      (b) The expiration of ten (10) years from the Grant Date; 

         or 

 

                      (c) The expiration of one (1) year from the date of the 

          Optionee's Termination of Service for a reason other than the 

          Optionee's death, Disability or Retirement; or 

 

                      (d) The expiration of three (3) years from the date of the 

          Optionee's Termination of Service by reason of Disability; or 

 

                      (e) The expiration of three (3) years from the date of the 

          Optionee's Retirement (except as provided in Section 5.8.2 regarding 

          Incentive Stock Options). 

 

                      5.4.2 Death of Optionee. Notwithstanding Section 5.4.1, if 

an Optionee dies prior to the expiration of his or her options, the Committee, 

in its discretion, may provide that his or her options shall be exercisable for 

up to three (3) years after the date of death. 

 

                      5.4.3 Committee Discretion. Subject to the limits of 

Sections 5.4.1 and 5.4.2, the Committee, in its sole discretion, (a) shall 

provide in each Award Agreement when each Option expires and becomes 

unexercisable, and (b) may, after an Option is granted, extend the maximum term 

of the Option (subject to Section 5.8.4 regarding Incentive Stock Options). 

 

                  5.5 Exercisability of Options. Options granted under the 

Plan shall be exercisable at such times and be subject to such restrictions and 

conditions as the Committee shall determine in its sole discretion. After an 

Option is granted, the Committee, in its sole discretion, may accelerate the 

exercisability of the Option. However, in no event may any Option granted to a 

Section 16 Person be exercisable until at least six (6) months following the 

Grant Date (or such shorter period as may be permissible while maintaining 

compliance with Rule 16b-3). 
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                  5.6 Payment. Options shall be exercised by the Participant's 

delivery of a written notice of exercise to the Secretary of the Company (or its 

designee), setting forth the number of Shares with respect to which the Option 

is to be exercised, accompanied by full payment for the Shares. 

 

                  Upon the exercise of any Option, the Exercise Price shall be 

payable to the Company in full in cash or its equivalent. The Committee, in its 

sole discretion, also may permit exercise (a) by tendering previously acquired 

Shares having an aggregate Fair Market Value at the time of exercise equal to 

the total Exercise Price, or (b) by any other means which the Committee, in its 

sole discretion, determines to both provide legal consideration for the Shares, 

and to be consistent with the purposes of the Plan. 

 

                  As soon as practicable after receipt of a written notification 

of exercise and full payment for the Shares purchased, the Company shall deliver 

to the Participant (or the Participant's designated broker), Share certificates 

(which may be in book entry form) representing such Shares. 

 

                  5.7 Restrictions on Share Transferability. The Committee may 

impose such restrictions on any Shares acquired pursuant to the exercise of an 

Option as it may deem advisable, including, but not limited to, restrictions 

related to applicable Federal securities laws, the requirements of any national 

securities exchange or system upon which Shares are then listed or traded, or 

any blue sky or state securities laws. 

 

                  5.8 Certain Additional Provisions for Incentive Stock Options. 

 

                      5.8.1 Exercisability. The aggregate Fair Market Value 

(determined on the Grant Date(s)) of the Shares with respect to which Incentive 

Stock Options are exercisable for the first time by any Employee during any 

calendar year (under all plans of the Company and its Subsidiaries) shall not 

exceed $100,000. 

 

                      5.8.2 Termination of Service. No Incentive Stock Option 

may be exercised more than three (3) months after the Participant's Termination 

of Service for any reason other than Disability or death, unless (a) the 

Participant dies during such three-month period, and (b) the Award Agreement or 

the Committee permits later exercise. No Incentive Stock Option may be exercised 

more than one (1) year after the Participant's termination of employment on 

account of Disability, unless (a) the Participant dies during such one-year 

period, and (b) the Award Agreement or the Committee permit later exercise. 

 

                      5.8.3 Company and Subsidiaries Only. Incentive Stock 

Options may be granted only to persons who are employees of the Company or a 

Subsidiary on the Grant Date. 

 

                      5.8.4 Expiration. No Incentive Stock Option may be 

exercised after the expiration of ten (10) years from the Grant Date; provided, 

however, that if the Option is granted to an Employee who, together with persons 

whose stock ownership is attributed to the Employee pursuant to section 424(d) 

of the Code, owns stock possessing more than 10% of the total combined voting 

power of all classes of the stock of the Company or any of its Subsidiaries, the 

Option may not be exercised after the expiration of five (5) years from the 

Grant Date. 

 

                                    SECTION 6 

                            STOCK APPRECIATION RIGHTS 

 

                  6.1 Grant of SARs. Subject to the terms and conditions of the 

Plan, an SAR may be granted to Employees and Consultants at any time and from 

time to time as shall be determined by the Committee, in its sole discretion. 

The Committee may grant Affiliated SARs, Freestanding SARs, Tandem SARs, or any 

combination thereof. 
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                      6.1.1 Number of Shares. The Committee shall have complete 

discretion to determine the number of SARs granted to any Participant, provided 

that during any Fiscal Year, no Participant shall be granted SARs covering more 

than 350,000 Shares. 

 

                      6.1.2 Exercise Price and Other Terms. The Committee, 

subject to the provisions of the Plan, shall have complete discretion to 

determine the terms and conditions of SARs granted under the Plan. However, the 

exercise price of a Freestanding SAR shall be not less than one hundred percent 

(100%) of the Fair Market Value of a Share on the Grant Date. The exercise price 

of Tandem or Affiliated SARs shall equal the Exercise Price of the related 

Option. In no event shall an SAR granted to a Section 16 Person become 

exercisable until at least six (6) months after the Grant Date (or such shorter 

period as may be permissible while maintaining compliance with Rule 16b-3). 

 

                  6.2 Exercise of Tandem SARs. Tandem SARs may be exercised for 

all or part of the Shares subject to the related Option upon the surrender of 

the right to exercise the equivalent portion of the related Option. A Tandem SAR 

may be exercised only with respect to the Shares for which its related Option is 

then exercisable. With respect to a Tandem SAR granted in connection with an 

Incentive Stock Option: (a) the Tandem SAR shall expire no later than the 

expiration of the underlying Incentive Stock Option; (b) the value of the payout 

with respect to the Tandem SAR shall be for no more than one hundred percent 

(100%) of the difference between the Exercise Price of the underlying Incentive 

Stock Option and the Fair Market Value of the Shares subject to the underlying 

Incentive Stock Option at the time the Tandem SAR is exercised; and (c) the 

Tandem SAR shall be exercisable only when the Fair Market Value of the Shares 

subject to the Incentive Stock Option exceeds the Exercise Price of the 

Incentive Stock Option. 

 

                  6.3 Exercise of Affiliated SARs. An Affiliated SAR shall be 

deemed to be exercised upon the exercise of the related Option. The deemed 

exercise of an Affiliated SAR shall not necessitate a reduction in the number of 

Shares subject to the related Option. 

 

                  6.4 Exercise of Freestanding SARs. Freestanding SARs shall be 

exercisable on such terms and conditions as the Committee, in its sole 

discretion, shall determine. However, no SAR granted to a Section 16 Person 

shall be exercisable until at least six (6) months after the Grant Date (or such 

shorter period as may be permissible while maintaining compliance with Rule 

16b-3). 

 

                  6.5 SAR Agreement. Each SAR grant shall be evidenced by an 

Award Agreement that shall specify the exercise price, the term of the SAR, the 

conditions of exercise, and such other terms and conditions as the Committee, in 

its sole discretion, shall determine. 

 

                  6.6 Expiration of SARs. An SAR granted under the Plan shall 

expire upon the date determined by the Committee, in its sole discretion, and 

set forth in the Award Agreement. Notwithstanding the foregoing, the rules of 

Section 5.4 also shall apply to SARs. 

 

                  6.7 Payment of SAR Amount. Upon exercise of an SAR, a 

Participant shall be entitled to receive payment from the Company in an amount 

determined by multiplying: 

 

                  (a) The difference between the Fair Market Value of a Share on 

          the date of exercise over the exercise price; times 

 

                  (b) The number of Shares with respect to which the SAR is 

          exercised. 
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                  At the discretion of the Committee, the payment upon SAR 

exercise may be in cash, in Shares of equivalent value, or in some combination 

thereof. 

 

                                    SECTION 7 

                                RESTRICTED STOCK 

 

                  7.1 Grant of Restricted Stock. Subject to the terms and 

provisions of the Plan, the Committee, at any time and from time to time, may 

grant Shares of Restricted Stock to Employees and Consultants in such amounts as 

the Committee, in its sole discretion, shall determine. The Committee, in its 

sole discretion, shall determine the number of Shares to be granted to each 

Participant, provided that during any Fiscal Year, no Participant shall receive 

more than 175,000 Shares of Restricted Stock. 

 

                  7.2 Restricted Stock Agreement. Each Award of Restricted Stock 

shall be evidenced by an Award Agreement that shall specify the Period of 

Restriction, the number of Shares granted, and such other terms and conditions 

as the Committee, in its sole discretion, shall determine. Unless the Committee 

determines otherwise, Shares of Restricted Stock shall be held by the Company as 

escrow agent until the restrictions on such Shares have lapsed. 

 

                  7.3 Transferability. Except as provided in this Section 7, 

Shares of Restricted Stock may not be sold, transferred, pledged, assigned, or 

otherwise alienated or hypothecated until the end of the applicable Period of 

Restriction. However, in no event may the restrictions on Restricted Stock 

granted to a Section 16 Person lapse prior to six (6) months following the Grant 

Date (or such shorter period as may be permissible while maintaining compliance 

with Rule 16b-3). 

 

                  7.4 Other Restrictions. The Committee, in its sole discretion, 

may impose such other restrictions on Shares of Restricted Stock as it may deem 

advisable or appropriate, in accordance with this Section 7.4. 

 

                      7.4.1 General Restrictions. The Committee may set 

restrictions based upon the achievement of specific performance objectives 

(Company-wide, divisional, or individual), applicable Federal or state 

securities laws, or any other basis determined by the Committee in its 

discretion. 

 

                      7.4.2 Section 162(m) Performance Restrictions. For 

purposes of qualifying grants of Restricted Stock as "performance-based 

compensation" under section 162(m) of the Code, the Committee, in its 

discretion, may set restrictions based upon the achievement of Performance 

Goals. The Performance Goals shall be set by the Committee on or before the 

latest date permissible to enable the Restricted Stock to qualify as 

"performance-based compensation" under section 162(m) of the Code. In granting 

Restricted Stock which is intended to qualify under Code section 162(m), the 

Committee shall follow any procedures determined by it from time to time to be 

necessary or appropriate to ensure qualification of the Restricted Stock under 

Code section 162(m) (e.g., in determining the Performance Goals). 

 

                      7.4.3 Legend on Certificates. The Committee, in its 

discretion, may legend the certificates representing Restricted Stock to give 

appropriate notice of such restrictions. For example, the Committee may 

determine that some or all certificates representing Shares of Restricted Stock 

shall bear the following legend: 

 

                           "The sale or other transfer of the shares of stock 

                  represented by this certificate, whether voluntary, 

                  involuntary, or by operation of law, is subject to certain 

                  restrictions on transfer as set forth in the Applied 

                  Materials, Inc. 1995 Equity Incentive Plan, and in a 

                  Restricted Stock Agreement. A copy of the Plan and such 

                  Restricted  
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                  Stock Agreement may be obtained from the Secretary 

                  of Applied Materials, Inc." 

 

                  7.5 Removal of Restrictions. Except as otherwise provided in 

this Section 7, Shares of Restricted Stock covered by each Restricted Stock 

grant made under the Plan shall be released from escrow as soon as practicable 

after the last day of the Period of Restriction. The Committee, in its 

discretion, may accelerate the time at which any restrictions shall lapse, and 

remove any restrictions; provided, however, that the Period of Restriction on 

Shares granted to a Section 16 Person may not lapse until at least six (6) 

months after the Grant Date (or such shorter period as may be permissible while 

maintaining compliance with Rule 16b-3). After the restrictions have lapsed, the 

Participant shall be entitled to have any legend or legends under Section 7.4.3 

removed from his or her Share certificate, and the Shares shall be freely 

transferable by the Participant. 

 

                  7.6 Voting Rights. During the Period of Restriction, 

Participants holding Shares of Restricted Stock granted hereunder may exercise 

full voting rights with respect to those Shares, unless the Committee determines 

otherwise. 

 

                  7.7 Dividends and Other Distributions. During the Period of 

Restriction, Participants holding Shares of Restricted Stock shall be entitled 

to receive all dividends and other distributions paid with respect to such 

Shares unless otherwise provided in the Award Agreement. If any such dividends 

or distributions are paid in Shares, the Shares shall be subject to the same 

restrictions on transferability and forfeitability as the Shares of Restricted 

Stock with respect to which they were paid. 

 

                  With respect to Restricted Stock granted to a Section 16 

Person, any dividend or distribution that constitutes a "derivative security" or 

an "equity security" under section 16 of the 1934 Act shall be subject to a 

Period of Restriction equal to the longer of: (a) the remaining Period of 

Restriction on the Shares of Restricted Stock with respect to which the dividend 

or distribution is paid; or (b) six (6) months. 

 

                  7.8 Return of Restricted Stock to Company. On the date set 

forth in the Award Agreement, the Restricted Stock for which restrictions have 

not lapsed shall revert to the Company and again shall become available for 

grant under the Plan. 

 

                                    SECTION 8 

                    PERFORMANCE UNITS AND PERFORMANCE SHARES 

 

                  8.1 Grant of Performance Units/Shares. Performance Units and 

Performance Shares may be granted to Employees and Consultants at any time and 

from time to time, as shall be determined by the Committee, in its sole 

discretion. The Committee shall have complete discretion in determining the 

number of Performance Units and Performance Shares granted to each Participant 

provided that during any Fiscal Year, (a) no Participant shall receive 

Performance Units having an initial value greater than $3,000,000, and (b) no 

Participant shall receive more than 175,000 Performance Shares. 

 

                  8.2 Value of Performance Units/Shares. Each Performance Unit 

shall have an initial value that is established by the Committee on or before 

the Grant Date. Each Performance Share shall have an initial value equal to the 

Fair Market Value of a Share on the Grant Date. 

 

 

                                      -11- 



   12 

 

                  8.3 Performance Objectives and Other Terms. The Committee 

shall set performance objectives in its discretion which, depending on the 

extent to which they are met, will determine the number or value of Performance 

Units/Shares that will be paid out to the Participants. The time period during 

which the performance objectives must be met shall be called the "Performance 

Period". Performance Periods of Awards granted to Section 16 Persons shall, in 

all cases, exceed six (6) months in length (or such shorter period as may be 

permissible while maintaining compliance with Rule 16b-3). Each Award of 

Performance Units/Shares shall be evidenced by an Award Agreement that shall 

specify the Performance Period, and such other terms and conditions as the 

Committee, in its sole discretion, shall determine. 

 

                      8.3.1 General Performance Objectives. The Committee may 

set performance objectives based upon the achievement of Company-wide, 

divisional, or individual goals, applicable Federal or state securities laws, or 

any other basis determined by the Committee in its discretion. 

 

                      8.3.2 Section 162(m) Performance Objectives. For purposes 

of qualifying grants of Performance Units/Shares as "performance-based 

compensation" under section 162(m) of the Code, the Committee, in its 

discretion, may determine that the performance objectives applicable to 

Performance Units/Shares shall be based on the achievement of Performance Goals. 

The Performance Goals shall be set by the Committee on or before the latest date 

permissible to enable the Performance Units/Shares to qualify as 

"performance-based compensation" under section 162(m) of the Code. In granting 

Performance Units/Shares which are intended to qualify under Code section 

162(m), the Committee shall follow any procedures determined by it from time to 

time to be necessary or appropriate to ensure qualification of the Performance 

Units/Shares under Code section 162(m) (e.g., in determining the Performance 

Goals). 

 

                  8.4 Earning of Performance Units/Shares. After the applicable 

Performance Period has ended, the holder of Performance Units/Shares shall be 

entitled to receive a payout of the number of Performance Units/Shares earned by 

the Participant over the Performance Period, to be determined as a function of 

the extent to which the corresponding performance objectives have been achieved. 

After the grant of a Performance Unit/Share, the Committee, in its sole 

discretion, may reduce or waive any performance objectives for such Performance 

Unit/Share; provided, however, that Performance Periods of Awards granted to 

Section 16 Persons shall not be less than six (6) months (or such shorter period 

as may be permissible while maintaining compliance with Rule 16b-3). 

 

                  8.5 Form and Timing of Payment of Performance Units/Shares. 

Payment of earned Performance Units/Shares shall be made as soon as practicable 

after the expiration of the applicable Performance Period. The Committee, in its 

sole discretion, may pay earned Performance Units/Shares in the form of cash, in 

Shares (which have an aggregate Fair Market Value equal to the value of the 

earned Performance Units/Shares at the close of the applicable Performance 

Period) or in a combination thereof. 

 

                  8.6 Cancellation of Performance Units/Shares. On the date set 

forth in the Award Agreement, all unearned or unvested Performance Units/Shares 

shall be forfeited to the Company, and again shall be available for grant under 

the Plan. 

 

                                    SECTION 9 

                          NONEMPLOYEE DIRECTOR OPTIONS 

 

                  The provisions of this Section 9 are applicable only to 

Options granted to Nonemployee Directors. The provisions of Section 5 are 

applicable to Options granted to Employees and Consultants (and to the extent 

provided in Section 9.2.7, to Nonemployee Director Options). 
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                  9.1 Granting of Options. 

 

                      9.1.1 Initial Grants. Each Nonemployee Director who first 

becomes a Nonemployee Director on or after the effective date of this Plan, 

automatically shall receive, as of the date that the individual first is 

appointed or elected as a Nonemployee Director, an Option to purchase 20,000 

Shares. 

 

                      9.1.2 Ongoing Grants. Each Nonemployee Director who both 

(a) is a Nonemployee Director on the last business day of a Fiscal Year, and (b) 

has served as a Nonemployee Director for the entire Fiscal Year which includes 

such last business day, automatically shall receive, as of such last business 

day only, an Option to purchase 6,000 Shares. 

 

                  9.2 Terms of Options. 

 

                      9.2.1 Option Agreement. Each Option granted pursuant to 

this Section 9 shall be evidenced by a written stock option agreement which 

shall be executed by the Optionee and the Company. 

 

                      9.2.2 Exercise Price. The Exercise Price for the Shares 

subject to each Option granted pursuant to this Section 9 shall be 100% of the 

Fair Market Value of such Shares on the Grant Date. 

 

                      9.2.3 Exercisability. Each Option granted pursuant to 

Section 9.1.1 shall become exercisable as to 6,000 Shares on the first 

anniversary of the Grant Date, as to an additional 5,500 Shares on the second 

anniversary of the Grant Date, as to an additional 5,000 Shares on the third 

anniversary of the Grant Date, and as to the remaining 3,500 Shares on the 

fourth anniversary of the Grant Date. Each Option granted pursuant to Section 

9.1.2 shall become exercisable as to 1,500 Shares on the first anniversary of 

the Grant Date, and as to an additional 1,500 Shares on each succeeding 

anniversary until 100% of the Shares subject to such Option have become 

exercisable. Notwithstanding the preceding, once an Optionee ceases to be a 

Director, his or her Options which are not exercisable shall not become 

exercisable. 

 

                      9.2.4 Expiration of Options. Each Option shall terminate 

upon the first to occur of the following events: 

 

                      (a) The expiration of five (5) years from the Grant Date; 

or 

 

                      (b) The expiration of seven (7) months from the date of 

          the Optionee's termination of service as a Director for any reason 

          other than the Optionee's death, Disability or Retirement; or 

 

                      (c) The expiration of one (1) year from the date of the 

          Optionee's termination of service by reason of Disability or 

          Retirement. 

 

                      9.2.5 Death of Director. Notwithstanding Section 9.2.4, if 

a Director dies prior to the expiration of his or her options in accordance with 

Section 9.2.4, his or her options shall terminate one (1) year after the date of 

his or her death. 

 

                      9.2.6 Not Incentive Stock Options. Options granted 

pursuant to this Section 9 shall not be designated as Incentive Stock Options. 
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                      9.2.7 Other Terms. All provisions of the Plan not 

inconsistent with this Section 9 shall apply to Options granted to Nonemployee 

Directors; provided, however, that Section 5.2 (relating to the Committee's 

discretion to set the terms and conditions of Options) shall be inapplicable 

with respect to Nonemployee Directors. 

 

                                   SECTION 10 

                                  MISCELLANEOUS 

 

                  10.1 Deferrals. The Committee, in its sole discretion, may 

permit a Participant to defer receipt of the payment of cash or the delivery of 

Shares that would otherwise be due to such Participant under an Award. Any such 

deferral elections shall be subject to such rules and procedures as shall be 

determined by the Committee in its sole discretion. 

 

                  10.2 No Effect on Employment or Service. Nothing in the Plan 

shall interfere with or limit in any way the right of the Company to terminate 

any Participant's employment or service at any time, with or without cause. For 

purposes of the Plan, transfer of employment of a Participant between the 

Company and any one of its Affiliates (or between Affiliates) shall not be 

deemed a Termination of Service. Employment with the Company and its Affiliates 

is on an at-will basis only. 

 

                  10.3 Participation. No Employee or Consultant shall have the 

right to be selected to receive an Award under this Plan, or, having been so 

selected, to be selected to receive a future Award. 

 

                  10.4 Indemnification. Each person who is or shall have been a 

member of the Committee, or of the Board, shall be indemnified and held harmless 

by the Company against and from (a) any loss, cost, liability, or expense that 

may be imposed upon or reasonably incurred by him or her in connection with or 

resulting from any claim, action, suit, or proceeding to which he or she may be 

a party or in which he or she may be involved by reason of any action taken or 

failure to act under the Plan or any Award Agreement, and (b) from any and all 

amounts paid by him or her in settlement thereof, with the Company's approval, 

or paid by him or her in satisfaction of any judgment in any such claim, action, 

suit, or proceeding against him or her, provided he or she shall give the 

Company an opportunity, at its own expense, to handle and defend the same before 

he or she undertakes to handle and defend it on his or her own behalf. The 

foregoing right of indemnification shall not be exclusive of any other rights of 

indemnification to which such persons may be entitled under the Company's 

Certificate of Incorporation or Bylaws, by contract, as a matter of law, or 

otherwise, or under any power that the Company may have to indemnify them or 

hold them harmless. 

 

                  10.5 Successors. All obligations of the Company under the 

Plan, with respect to Awards granted hereunder, shall be binding on any 

successor to the Company, whether the existence of such successor is the result 

of a direct or indirect purchase, merger, consolidation, or otherwise, of all or 

substantially all of the business or assets of the Company. 

 

                  10.6 Beneficiary Designations. If permitted by the Committee, 

a Participant under the Plan may name a beneficiary or beneficiaries to whom any 

vested but unpaid Award shall be paid in the event of the Participant's death. 

Each such designation shall revoke all prior designations by the Participant and 

shall be effective only if given in a form and manner acceptable to the 

Committee. In the absence of any such designation, any vested benefits remaining 

unpaid at the Participant's death shall be paid to the Participant's estate and, 

subject to the terms of the Plan and of the applicable Award Agreement, any 

unexercised vested Award may be exercised by the administrator or executor of 

the Participant's estate. 
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                  10.7 Nontransferability of Awards. No Award granted under the 

Plan may be sold, transferred, pledged, assigned, or otherwise alienated or 

hypothecated, other than by will, by the laws of descent and distribution, or to 

the limited extent provided in Section 10.6. All rights with respect to an Award 

granted to a Participant shall be available during his or her lifetime only to 

the Participant. 

 

                  10.8 No Rights as Stockholder. Except to the limited extent 

provided in Sections 7.6 and 7.7, no Participant (nor any beneficiary) shall 

have any of the rights or privileges of a stockholder of the Company with 

respect to any Shares issuable pursuant to an Award (or exercise thereof), 

unless and until certificates representing such Shares shall have been issued, 

recorded on the records of the Company or its transfer agents or registrars, and 

delivered to the Participant (or beneficiary). 

 

                                   SECTION 11 

                      AMENDMENT, TERMINATION, AND DURATION 

 

                  11.1 Amendment, Suspension, or Termination. The Board, in its 

sole discretion, may amend or terminate the Plan, or any part thereof, at any 

time and for any reason. However, if and to the extent required to maintain the 

Plan's qualification under Rule 16b-3, any such amendment shall be subject to 

stockholder approval. In addition, as required by Rule 16b-3, the provisions of 

Section 9 regarding the formula for determining the amount, exercise price, and 

timing of Nonemployee Director Options shall in no event be amended more than 

once every six (6) months, other than to comport with changes in the Code or 

ERISA. (ERISA is inapplicable to the Plan.) The amendment, suspension, or 

termination of the Plan shall not, without the consent of the Participant, alter 

or impair any rights or obligations under any Award theretofore granted to such 

Participant. No Award may be granted during any period of suspension or after 

termination of the Plan. 

 

                  11.2 Duration of the Plan. The Plan shall commence on the date 

specified herein, and subject to Section 11.1 (regarding the Board's right to 

amend or terminate the Plan), shall remain in effect thereafter. However, 

without further stockholder approval, no Incentive Stock Option may be granted 

under the Plan after December 6, 2004. 

 

                                   SECTION 12 

                                 TAX WITHHOLDING 

 

                  12.1 Withholding Requirements. Prior to the delivery of any 

Shares or cash pursuant to an Award (or exercise thereof), the Company shall 

have the power and the right to deduct or withhold, or require a Participant to 

remit to the Company, an amount sufficient to satisfy Federal, state, and local 

taxes (including the Participant's FICA obligation) required to be withheld with 

respect to such Award (or exercise thereof). 

 

                  12.2 Withholding Arrangements. The Committee, in its sole 

discretion and pursuant to such procedures as it may specify from time to time, 

may permit a Participant to satisfy such tax withholding obligation, in whole or 

in part by (a) electing to have the Company withhold otherwise deliverable 

Shares, or (b) delivering to the Company already-owned shares having a Fair 

Market Value equal to the amount required to be withheld. The amount of the 

withholding requirement shall be deemed to include any amount which the 

Committee agrees may be withheld at the time the election is made, not to exceed 

the amount determined by using the maximum federal, state or local marginal 

income tax rates applicable to the Participant with respect to the Award on the 

date that the amount of tax to be withheld is to be determined. The Fair Market 

Value of the Shares to be withheld or delivered shall be determined as of the 

date that the taxes are required to be withheld. 
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                                   SECTION 13 

 

                               LEGAL CONSTRUCTION 

 

                      13.1 Gender and Number. Except where otherwise indicated 

by the context, any masculine term used herein also shall include the feminine; 

the plural shall include the singular and the singular shall include the plural. 

 

                      13.2 Severability. In the event any provision of the Plan 

shall be held illegal or invalid for any reason, the illegality or invalidity 

shall not affect the remaining parts of the Plan, and the Plan shall be 

construed and enforced as if the illegal or invalid provision had not been 

included. 

 

                      13.3 Requirements of Law. The granting of Awards and the 

issuance of Shares under the Plan shall be subject to all applicable laws, 

rules, and regulations, and to such approvals by any governmental agencies or 

national securities exchanges as may be required. 

 

                      13.4 Securities Law Compliance. With respect to Section 16 

Persons, transactions under this Plan are intended to comply with all applicable 

conditions of Rule 16b-3. To the extent any provision of the Plan, Award 

Agreement or action by the Committee fails to so comply, it shall be deemed null 

and void, to the extent permitted by law and deemed advisable by the Committee. 

 

                      13.5 Governing Law. The Plan and all Award Agreements 

shall be construed in accordance with and governed by the laws of the State of 

California. 

 

                      13.6 Captions. Captions are provided herein for 

convenience only, and shall not serve as a basis for interpretation or 

construction of the Plan. 

 

                                    EXECUTION 

 

                      IN WITNESS WHEREOF, Applied Materials, Inc., by its duly 

authorized officer, has executed the Plan on the date indicated below. 

 

                                                  APPLIED MATERIALS, INC. 

 

Dated: April 5, 1995                              By:  /s/  Donald A. Slichter 

                                                       ------------------------- 

                                                       Name:  Donald A. Slichter 

                                                       Title: Secretary 
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                                 EXHIBIT 10.23 

 

                             APPLIED MATERIALS, INC. 

                           SENIOR EXECUTIVE BONUS PLAN 

 

                         (EFFECTIVE SEPTEMBER 23, 1994) 

 

                                    SECTION 1 

                            ESTABLISHMENT AND PURPOSE 

 

                  1.1 Purpose. Applied Materials, Inc. hereby establishes the 

Applied Materials, Inc. Senior Executive Bonus Plan (the "Plan"). The Plan is 

intended to increase shareholder value and the success of the Company by 

motivating key executives (a) to perform to the best of their abilities, and (b) 

to achieve the Company's objectives. The Plan's goals are to be achieved by 

providing such executives with incentive awards based on the achievement of 

goals relating to the performance of the Company and its individual business 

units. The plan is intended to qualify as performance-based compensation under 

Code Section 162(m). 

 

                  1.2 Effective Date. The Plan is effective as of September 23, 

1994, subject to the approval of a majority of the shares of the Company's 

common stock which are present in person or by proxy and entitled to vote at the 

1995 Annual Meeting of Stockholders. As long as the Plan remains in effect, it 

shall be resubmitted to shareholders as necessary to enable the Plan to continue 

to qualify as performance-based compensation under Code Section 162(m). 

 

                                    SECTION 2 

                                   DEFINITIONS 

 

                  The following words and phrases shall have the following 

meanings unless a different meaning is plainly required by the context: 

 

                  2.1 "Actual Award" means as to any Plan Year, the actual award 

(if any) payable to a Participant for the Plan Year. Each Actual Award is 

determined by the Payout Formula for the Plan Year, subject to the Committee's 

authority under Section 3.5 to reduce the award otherwise determined by the 

Payout Formula. 

 

                  2.2 "Annual Revenue" means the Company's or business unit's 

net sales for the Plan Year, determined in accordance with generally accepted 

accounting principles; provided, however, that prior to each Plan Year, the 

Committee shall determine whether any significant item(s) shall be excluded or 

included from the calculation of Annual Revenue with respect to one or more 

Participants. 

 

                  2.3 "Base Salary" means as to any Plan Year, the lesser of (a) 

125% of the Participant's annualized salary rate on the first day of the Plan 

Year, or (b) 100% of the Participant's annualized salary rate on the last day of 

the Plan Year. Such Base Salary shall be before both (a) deductions for taxes or 

benefits, and (b) deferrals of compensation pursuant to Company-sponsored plans. 

 

                  2.4      "Board" means the Company's Board of Directors. 

 

                  2.5 "Code" means the Internal Revenue Code of 1986, as 

amended. Reference to a specific Section of the Code shall include such Section, 

any valid regulation promulgated thereunder, and any comparable provision of any 

future legislation or regulation amending, supplementing or superseding such 

Section or regulation. 
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                  2.6 "Committee" means the committee appointed by the Board to 

administer the Plan. The Committee shall consist of no fewer than two members of 

the Board. The members of the Committee shall be appointed by, and serve at the 

pleasure of, the Board. Each member of the Committee shall qualify as an 

"outside director" under Code Section 162(m). 

 

                  2.7 "Company" means Applied Materials, Inc., a Delaware 

corporation. 

 

                  2.8 "Controllable Profits" means as to any Plan Year, a 

business unit's Annual Revenue minus (a) cost of sales, (b) research, 

development, and engineering expense, (c) marketing and sales expense, (d) 

general and administrative expense, (e) extended receivables expense, and (f) 

shipping requirement deviation expense. 

 

                  2.9 "Customer Satisfaction MBOs" means as to any Participant 

for any Plan Year, the objective and measurable individual goals set by a 

"management by objectives" process and approved by the Committee, which goals 

relate to the satisfaction of external or internal customer requirements. 

 

                  2.10 "Determination Date" means as to any Plan Year, (a) the 

first day of the Plan Year, or (b) if later, the latest date possible which will 

not jeopardize the Plan's qualification as performance-based compensation under 

Code Section 162(m). 

 

                  2.11 "Disability" means a permanent and total disability 

determined in accordance with uniform and nondiscriminatory standards adopted by 

the Committee from time to time. 

 

                  2.12 "Earnings Per Share" means as to any Plan Year, the 

Company's Net Income or a business unit's Pro Forma Net Income, divided by a 

weighted average number of common shares outstanding and dilutive common 

equivalent shares deemed outstanding. 

 

                  2.13 "Individual MBOs" means as to a Participant for any Plan 

Year, the objective and measurable goals set by a "management by objectives" 

process and approved by the Committee (in its discretion). 

 

                  2.14 "Maximum Award" means as to any Participant for any Plan 

Year, $3 million. The Maximum Award is the maximum amount which may be paid to a 

participant for any Plan Year. 

 

                  2.15 "Net Income" means as to any Plan Year, the income after 

taxes of the Company and its consolidated subsidiaries for the Plan Year 

determined in accordance with generally accepted accounting principles, provided 

that prior to each Plan Year, the Committee shall determine whether any 

significant item(s) shall be included or excluded from the calculation of Income 

After Tax with respect to one or more Participants. 

 

                  2.16 "New Orders" means as to any Plan Year, the firm orders 

for a system, product, part, or service that are being recorded for the first 

time as defined in the Company's Order Recognition Policy. 

 

                  2.17 "Participant" means as to any Plan Year, an officer of 

the Company who has been selected by the Committee for participation in the Plan 

for that Plan Year. 

 

                  2.18 "Payout Formula" means as to any Plan Year, the formula 

or payout matrix established by the Committee pursuant to Section 3.4 in order 

to determine the Actual Awards (if any) to be paid to Participants. The formula 

or matrix may differ from Participant to Participant. 

 

                  2.19 "Performance Goals" means the goal(s) (or combined 

goal(s)) determined by the Committee (in its discretion) to be applicable to a 

Participant for a Plan Year. As determined by the Committee, the Performance 

Goals applicable to each Participant shall provide for a targeted level or 
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levels of achievement using one or more of the following measures: (a) Annual 

Revenue, (b) Controllable Profits, (c) Customer Satisfaction MBOs, (d) Earnings 

Per Share, (e) Individual MBOs, (f) Net Income, (g) New Orders, (h) Pro Forma 

Net Income, (i) Return on Designated Assets, and (j) Return on Sales. The 

Performance Goals may differ from Participant to Participant. 

 

                  2.20 "Plan Year" means the 1995 fiscal year of the Company and 

each succeeding fiscal year of the Company. 

 

                  2.21 "Pro Forma Net Income" means as to any business unit for 

any Plan Year, the Controllable Profits of such business unit, minus allocations 

of corporate taxes, interest, and other expenses. 

 

                  2.22 "Retirement" means, with respect to any Participant, a 

termination of his or her employment with the Company and all affiliates 

pursuant to any mandatory executive retirement program adopted by the Company. 

 

                  2.23 "Return on Designated Assets" means as to any Plan Year, 

the Pro Forma Net Income of a business unit, divided by the average of beginning 

and ending business unit designated assets, or Net Income of the Company, 

divided by the average of beginning and ending designated corporate assets. 

 

                  2.24 "Return on Sales" means as to any Plan Year, the 

percentage equal to the Company's Net Income or the business unit's Pro Forma 

Net Income, divided by the Company's or the business unit's Annual Revenue. 

 

                  2.25 "Target Award" means the target award payable under the 

Plan to a Participant for the Plan Year, expressed as a percentage of his or her 

Base Salary, as determined by the Committee in accordance with Section 3.3. 

 

                                    SECTION 3 

              SELECTION OF PARTICIPANTS AND DETERMINATION OF AWARDS 

 

                  3.1 Selection of Participants. On or prior to the 

Determination Date, the Committee, in its sole discretion, shall select the 

officers of the Company who shall be Participants for the Plan Year. In 

selecting Participants, the Committee shall choose officers who are likely to 

have a significant impact on the performance of the Company. Participation in 

the Plan is in the sole discretion of the Committee, and on a Plan Year by Plan 

Year basis. Accordingly, an officer who is a Participant for a given Plan Year 

in no way is guaranteed or assured of being selected for participation in any 

subsequent Plan Year or Years. 

 

                  3.2 Determination of Performance Goals. On or prior to the 

Determination Date, the Committee, in its sole discretion, shall establish the 

Performance Goals for each Participant for the Plan Year. Such Performance Goals 

shall be set forth in writing. 

 

                  3.3 Determination of Target Awards. On or prior to the 

Determination Date, the Committee, in its sole discretion, shall establish a 

Target Award for each Participant. Each Participant's Target Award shall be 

determined by the Committee in its sole discretion, and each Target Award shall 

be set forth in writing. 

 

                  3.4 Determination of Payout Formula or Formulae. On or prior 

to the Determination Date, the Committee, in its sole discretion, shall 

establish a Payout Formula or Formulae for purposes of determining the Actual 

Award (if any) payable to each Participant. Each Payout Formula shall (a) be in 

writing, (b) be based on a comparison of actual performance to the Performance 

Goals, (c) provide for the payment of a Participant's Target Award if the 

Performance Goals for the Plan Year are  
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achieved, and (d) provide for an Actual Award greater than or less than the  

Participant's Target Award, depending upon the extent to which actual  

performance exceeds or falls below the Performance Goals. Notwithstanding the  

preceding, no Participant's Actual Award under the Plan may exceed his or her  

Maximum Award. 

 

                  3.5 Determination of Actual Awards. After the end of each Plan 

Year, the Committee shall certify in writing the extent to which the Performance 

Goals applicable to each Participant for the Plan Year were achieved or 

exceeded. The Actual Award for each Participant shall be determined by applying 

the Payout Formula to the level of actual performance which has been certified 

by the Committee. Notwithstanding any contrary provision of the Plan, (a) the 

Committee, in its sole discretion, may eliminate or reduce the Actual Award 

payable to any Participant below that which otherwise would be payable under the 

Payout Formula, (b) if a Participant terminates employment with the Company 

prior to the end of a Plan Year for a reason other than Retirement, Disability 

or death, he or she shall not be entitled to the payment of an Actual Award for 

the Plan Year, and (c) if a Participant terminates employment with the Company 

prior to the end of a Plan Year due to Retirement, Disability or death, the 

Committee shall reduce his or her Actual Award proportionately based on the date 

of termination (and subject to further reduction or elimination under clause (a) 

of this sentence). 

 

                                    SECTION 4 

                                PAYMENT OF AWARDS 

 

                  4.1 Right to Receive Payment. Each Actual Award that may 

become payable under the Plan shall be paid solely from the general assets of 

the Company. Nothing in this Plan shall be construed to create a trust or to 

establish or evidence any Participant's claim of any right other than as an 

unsecured general creditor with respect to any payment to which he or she may be 

entitled. 

 

                  4.2 Timing of Payment. Payment of each Actual Award shall be 

made within two and one-half calendar months after the end of the Plan Year 

during which the Award was earned. 

 

                  4.3 Form of Payment. Each Actual Award normally shall be paid 

in cash (or its equivalent) in a single lump sum. However, the Committee, in its 

sole discretion, may declare any Actual Award, in whole or in part, payable in 

restricted stock granted under the Company's 1995 Equity Incentive Plan. The 

number of shares granted shall be determined by dividing the cash amount 

foregone by the fair market value of a share on the date that the cash payment 

otherwise would have been made. For this purpose, "fair market value" shall mean 

the closing price on the NASDAQ/National Market for the day in question. Any 

restricted stock so awarded shall vest over a period of not more than four 

years, subject to acceleration for termination of employment due to death, 

Disability, or Retirement. 

 

                  4.4 Payment in the Event of Death. If a Participant dies prior 

to the payment of an Actual Award earned by him or her prior to death for a 

prior Plan Year, the Award shall be paid to his or her estate. 

 

                                    SECTION 5 

                                 ADMINISTRATION 

 

                  5.1 Committee is the Administrator. The Plan shall be 

administered by the Committee. 

 

                  5.2 Committee Authority. The Committee shall have all 

discretion and authority necessary or appropriate to administer the Plan and to 

interpret the provisions of the Plan, consistent with qualification of the Plan 

as performance-based compensation under Code Section 162(m). Any determination, 

decision or action of the Committee in connection with the construction, 

interpretation, administration or application of the Plan shall be final, 

conclusive, and binding upon all persons, and shall be given the maximum 

deference permitted by law. 
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                  5.3 Tax Withholding. The Company shall withhold all applicable 

taxes from any payment, including any federal, FICA, state, and local taxes. 

 

                                    SECTION 6 

                               GENERAL PROVISIONS 

 

                  6.1 Nonassignability. A Participant shall have no right to 

assign or transfer any interest under this Plan. 

 

                  6.2 No Effect on Employment. The establishment and subsequent 

operation of the Plan, including eligibility as a Participant, shall not be 

construed as conferring any legal or other rights upon any Participant for the 

continuation of his or her employment for any Plan Year or any other period. 

Employment with the Company is on an at-will basis only. The Company expressly 

reserves the right, which may be exercised at any time and without regard to 

when during a Plan Year such exercise occurs, to terminate any individual's 

employment with or without cause, and to treat him or her without regard to the 

effect which such treatment might have upon him or her as a Participant. 

 

                  6.3 No Individual Liability. No member of the Committee or the 

Board, or any officer of the Company, shall be liable for any determination, 

decision or action made in good faith with respect to the Plan or any award 

under the Plan. 

 

                  6.4 Severability; Governing Law. If any provision of the Plan 

is found to be invalid or unenforceable, such provision shall not affect the 

other provisions of the Plan, and the Plan shall be construed in all respects as 

if such invalid provision had been omitted. The provisions of the Plan shall be 

governed by and construed in accordance with the laws of the State of 

California, with the exception of California's conflict of laws provisions. 

 

                  6.5 Affiliates of the Company. Requirements referring to 

employment with the Company or payment of awards may, in the Committee's 

discretion, be performed through the Company or any affiliate of the Company. 

 

                                    SECTION 7 

                            AMENDMENT AND TERMINATION 

 

                  7.1 Amendment and Termination. The Board may amend or 

terminate the Plan at any time and for any reason; provided, however, that if 

and to the extent required to ensure the Plan's qualification under Code ss. 

162(m), any such amendment shall be subject to stockholder approval. 

 

                                    EXECUTION 

 

                  IN WITNESS WHEREOF, Applied Materials, Inc., by its duly 

authorized officer, has executed the Plan on the date indicated below. 

 

                                                  APPLIED MATERIALS, INC. 

 

 

Dated: September 23, 1994                         By:  /s/  Donald A. Slichter 

                                                       ------------------------- 

                                                       Name:  Donald A. Slichter 

                                                       Title: Secretary 
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                                EXHIBIT 10.24 

 

                            APPLIED MATERIALS, INC. 

                      EXECUTIVE DEFERRED COMPENSATION PLAN 

 

                          (April 1, 1995 Restatement) 

 

 

                 APPLIED MATERIALS, INC., a Delaware corporation, having 

established the Applied Materials, Inc. Executive Deferred Compensation Plan, 

effective July 1, 1993, for the benefit of a select group of management and 

highly compensated employees of the Company and its participating Affiliates, 

in order to provide such employees with certain deferred compensation benefits, 

and having amended the Plan on three subsequent occasions, hereby amends and 

restates the Plan, effective as of April 1, 1995 and the other date specified 

herein.  The Plan is an unfunded deferred compensation plan that is intended to 

qualify for the exemptions provided in sections 201, 301, and 401 of ERISA. 

 

 

                                   SECTION 1 

 

                                  DEFINITIONS 

 

                 The following words and phrases shall have the following 

meanings unless a different meaning is plainly required by the context: 

 

                 1.1  "Affiliate" shall mean a corporation, trade or business 

which is, together with any Employer, a member of a controlled group of 

corporations or an affiliated service group or under common control (within the 

meaning of section 414(b), (c) or (m) of the Code), but only for the period 

during which such other entity is so affiliated with any Employer. 

 

                 1.2  "Beneficiary" shall mean the person or persons entitled 

to receive benefits under the Plan upon the death of a Participant, as provided 

in Section 5.4. 

 

                 1.3  "Board of Directors" shall mean the Board of Directors of 

the Company, as constituted from time to time. 

 

                 1.4  "Change of Control" means a determination by the 

Committee that any of the following shall have occurred: (a) a reorganization, 

consolidation or merger of the Company in which the Company is not the 

continuing or surviving corporation, or pursuant to which shares of the 

Company's common stock would be converted into cash, securities or other 

property, in either case other than a merger of the Company in which the 

holders of the Company's common stock immediately prior to the merger have the 

same proportionate ownership of common stock of the surviving corporation 

immediately after the merger, (b) the sale, lease, exchange or other transfer 

(in one transaction or a series of 
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related transactions) of all, or substantially all, of the assets of the 

Company, or (c) any "person" (as defined in Section 13(d) and 14(d) of the 

Securities Exchange Act of 1934, as amended (the "1934 Act")), shall become the 

"beneficial owner" (as defined in Rule 13d-3 under the 1934 Act), directly or 

indirectly, of 20% or more of the Company's outstanding common stock, unless 

such person's beneficial ownership is approved in advance by the Board of 

Directors, or (d) during any period of two consecutive years, individuals who at 

the beginning of such period constitute the entire Board of Directors shall 

cease for any reason to constitute a majority of the membership thereof unless 

the election, or the nomination for election by the Company's stockholders, of 

each new director was approved by a vote of at least two-thirds of the directors 

who were directors at the beginning of the period. 

 

                 1.5  "Code" shall mean the Internal Revenue Code of 1986, as 

amended.  Reference to a specific section of the Code shall include such 

section, any valid regulation promulgated thereunder, and any comparable 

provision of any future legislation amending, supplementing or superseding such 

section. 

 

                 1.6  "Committee" shall mean the Company's Corporate 

Compensation Committee, as it may be constituted from time to time.  The 

members of the Corporate Compensation Committee are appointed by, and serve at 

the pleasure of, the Board of Directors. 

 

                 1.7  "Company" shall mean Applied Materials, Inc., a Delaware 

corporation. 

 

                 1.8  "Compensation" shall mean the base salary of a 

Participant, and any bonuses paid to him or her under the Company's Executive 

Incentive Compensation Plan or Senior Executive Bonus Plan.  A Participant's 

Compensation shall not include any other type of remuneration. 

 

                 1.9  "Compensation Deferrals" shall mean the amounts credited 

to Participants' Accounts under the Plan pursuant to their deferral elections 

made in accordance with Section 2.1. 

 

                 1.10 "Disability" or "Disabled" shall mean the mental or 

physical inability of a Participant to perform the regularly assigned duties of 

his or her employment, provided that such inability (a) has continued or is 

expected to continue for a period of at least 12 months and (b) is evidenced by 

the certificate of a physician satisfactory to the Committee stating that such 

inability exists and is likely to be permanent. 

 

                 1.11 "Eligible Employee" shall mean an employee of an Employer 

who holds office at the level of Vice President or above. 
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                 1.12 "Employers" shall mean the Company and each of its 

Affiliates that adopts the Plan with the approval of the Board of Directors. 

With respect to an individual Participant, Employer shall mean the Company or 

its Affiliate that has adopted the Plan with the approval of the Board of 

Directors and that directly employs such Participant. 

 

                 1.13 "ERISA" shall mean the Employee Retirement Income 

Security Act of 1974, as amended.  Reference to a specific section of ERISA 

shall include such section, any valid regulation promulgated thereunder, and 

any comparable provision of any future legislation amending, supplementing or 

superseding such section. 

 

                 1.14 "Participant" shall mean an Eligible Employee who (a) has 

become a Participant in the Plan pursuant to Section 2.1 and (b) has not ceased 

to be a Participant pursuant to Section 2.3. 

 

                 1.15 "Participant's Account" or "Account" shall mean as to any 

Participant the separate account maintained on the books of the Employers in 

order to reflect his or her interest under the Plan. 

 

                 1.16 "Plan" shall mean the Applied Materials, Inc. Executive 

Deferred Compensation Plan, as set forth in this instrument and as hereafter 

amended from time to time. 

 

                 1.17 "Plan Year" shall mean the calendar year. 

Notwithstanding the preceding, as provided in the Plan, elections regarding the 

deferral of bonuses must be made in accordance with deadlines set with 

reference to the Company's fiscal year. 

 

 

                                   SECTION 2 

 

                                 PARTICIPATION 

 

                 2.1  Participation.  Each Eligible Employee's decision to 

become a Participant shall be entirely voluntary. 

 

                          2.1.1 Initial Elections by Current Employees.  An 

Eligible Employee  may elect to become a Participant in the Plan by electing, no 

later than July 14, 1993, to make Compensation Deferrals under the Plan.  An 

election under this Section 2.1.1 to make Compensation Deferrals shall be 

effective only for the Plan Year beginning July 1, 1993. 

 

                          2.1.2 Initial Elections by Other Employees.  Each 

individual who becomes an Eligible Employee after July 1, 1993 (whether by hire 

or promotion) may elect to become a Participant in the Plan by electing, within 

thirty days of the date of his or 
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her hire or promotion (as the case may be), to make Compensation Deferrals 

under the Plan.  An election under this Section 2.1.2 to make Compensation 

Deferrals shall be effective only for the Plan Year with respect to which the 

election is made. 

 

                          2.1.3 Elections for Subsequent Plan Years.  An 

Eligible Employee may elect to become a Participant (or to continue or reinstate 

his or her active participation) in the Plan for any subsequent Plan Year by 

electing, no later than December 31 of the preceding Plan Year, to make 

Compensation Deferrals under the Plan.  An election under this Section 2.1.3 to 

make Compensation Deferrals shall be effective only for the Plan Year with 

respect to which the election is made. 

 

                          2.1.4 Separate Election to Defer Bonuses.  Each 

Eligible Employee who makes an election under this Section 2.1 shall make a 

separate Compensation Deferral election with respect to the bonus portion of his 

or her Compensation. Notwithstanding the provisions of Sections 2.1.2 and 2.1.3, 

an Eligible Employee's Compensation Deferral election with respect to his or her 

bonus shall be made no later than the last day of the Company's fiscal year 

immediately preceding the Company's fiscal year during which the Eligible 

Employee will perform the services for which a bonus may be paid. 

Notwithstanding the preceding sentence, a Participant's Compensation Deferral 

election with respect to the bonus which he or she may earn for the 1993 fiscal 

year, shall be made no later than July 14, 1993. 

 

                          2.1.5 No Election Changes During Plan Year.  A 

Participant shall not be permitted to change or revoke his or her election for a 

Plan Year after the beginning of such Plan Year, except as provided in Section 

2.2. 

 

                          2.1.6 Specific Timing and Method of Election. 

Notwithstanding any contrary provision of this Section 2.1, the Committee, in 

its sole discretion, shall determine the manner and deadlines for Participants 

to make Compensation Deferral elections.  The deadlines prescribed by the 

Committee may be earlier than the deadlines specified in Sections 2.1.1, 2.1.2, 

2.1.3 and 2.1.4, but shall not be later than the deadlines prescribed in such 

Sections. 

 

                 2.2  Hardship Suspension of Participation.  In the event that 

a Participant incurs a "financial hardship" (as defined in this Section 2.2), 

the Committee, in its sole discretion, may suspend the Participant's 

Compensation Deferrals for the remainder of the Plan Year.  However, an 

election to make Compensation Deferrals under Section 2.1 shall be irrevocable 

as to amounts deferred as of the effective date of any suspension in accordance 

with this Section 2.2.  A "financial hardship" for purposes of the Plan shall 

mean a severe financial emergency which is caused by a sudden and unexpected 

accident, illness or 
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other event beyond the control of the Participant which would, if no suspension 

of deferrals (or accelerated distribution under Section 5.5) were made, result 

in severe financial burden to the Participant or a member of his or her 

immediate family.  Also, a financial hardship does not exist to the extent that 

the hardship may be relieved by (a) reimbursement or compensation by insurance, 

or (b) by liquidation of the Participant's other assets (to the extent such 

liquidation would not itself cause severe financial hardship). 

 

                 2.3. Termination of Participation.  An Eligible Employee who 

has become a Participant shall remain a Participant until his or her entire 

vested Account balance is distributed.  However, an Eligible Employee who has 

become a Participant may or may not be an active Participant making 

Compensation Deferrals for a particular Plan Year, depending upon whether he or 

she has elected to make Compensation Deferrals for such Plan Year. 

 

 

                                   SECTION 3 

 

                        COMPENSATION DEFERRAL ELECTIONS 

 

                 3.1  Compensation Deferrals.  At the times and in the manner 

prescribed in Section 2.1, each Eligible Employee may elect to defer portions 

of his or her Compensation and to have the amounts of such deferrals credited 

to his or her Account under the Plan on the books of the Employer.  For each 

Plan Year, an Eligible Employee may elect to defer an amount equal to any whole 

percentage or any specific dollar amount (in $1,000 increments) of the 

Participant's Compensation, provided that any percentage elected by the 

Participant shall be not less than 5% of his or her salary or bonus (as the 

case may be), and any dollar amount elected shall be not less than $5,000. 

Notwithstanding the preceding sentence or any contrary provision of the Plan, 

(a) a Participant's Compensation Deferrals may be taken only from that portion 

of his or her Compensation that exceeds the "401(k) Base", and (b) the 

Committee may reduce a Participant's Compensation Deferrals to the extent 

necessary to satisfy applicable withholding tax requirements and employee 

welfare plan contributions.  For any Plan Year, the "401(k) Base" is equal to 

ten (10) times the limit on elective deferrals provided in section 402(g)(1) of 

the Code, as adjusted for inflation pursuant to section 402(g)(5) of the Code. 

For example, in 1995, the inflation-adjusted 402(g)(1) limit is $9,240, and 

therefore, the 401(k) Base for 1995 is $92,400. 

 

                 3.2  Crediting of Compensation Deferrals.  The amounts 

deferred pursuant to Section 3.1 shall reduce the Participant's Compensation 

during the Plan Year and shall be credited to the Participant's Account as of 

the last day of the month in which the amounts (but for the deferral) would 

have been paid to the 
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Participant.  For each Plan Year, the exact dollar amount to be deferred from 

each Compensation payment shall be determined by the Committee under such 

formulae as it shall adopt from time to time. 

 

                 3.3  Deemed Interest on Accounts.  Each Participant's Account 

shall be credited with deemed interest as of the end of each pay period. 

Effective as of July 1, 1993, the rate for crediting deemed interest as of the 

end of any pay period shall be equal to one twenty-sixth (1/26th) of the 

Participant's "Deferral Interest Rate" for that Plan Year.  The Participant's 

Deferral Interest Rate for a given Plan Year shall apply to all amounts then 

credited to the Participant's Account, without regard to when the amounts 

(whether attributable to Compensation Deferrals or deemed interest) originally 

were credited to the Account.  A Participant's Deferral Interest Rate for a 

given Plan Year is the sum of (a) the simple average of the annual rates paid 

by five-year U.S. Treasury notes during each December preceding each Plan Year 

during which the Participant had an Account under the Plan, plus (b) 1.50%. 

For example, the following table illustrates hypothetical Deferral Interest 

Rates for a hypothetical Participant who has had an Account under the Plan for 

four (4) years. 

 

 

 

 

====================================================================================================== 

                                                                                          Deferral 

                                                                                        Interest Rate 

                                                                                          (simple 

                                                                 Simple                  average of 

                                                               average of                 preceding 

                    Five-Year Treasury Note                     preceding                  five-year 

  Plan                  Rate during the                         five-year                 rates, plus 

  Year                 preceding December                         rates                     1.50%) 

====================================================================================================== 

                                                                                

    1                          5.0%                                5.0%                      6.5% 

- ------------------------------------------------------------------------------------------------------ 

    2                          5.5%                                5.25%                     6.75% 

- ------------------------------------------------------------------------------------------------------ 

    3                          6.0%                                5.5%                      7.0% 

- ------------------------------------------------------------------------------------------------------ 

    4                          7.0%                                5.875%                    7.375% 

====================================================================================================== 

 

 

 

Thus, in Plan Year no. 1 (the Participant's first year in the Plan), the rate 

for crediting deemed interest as of the end of each pay period would be 0.25% 

(1/26th of the Deferral Interest Rate of 6.5%).  In Plan Year no. 2, the rate 

for crediting deemed interest as of the end of each pay period would be 0.26% 

(1/26th of the Deferral Interest Rate of 6.75%, where 6.75% is the simple 

average of 5.0% and 5.5%, plus 1.50%).  In Plan Year no. 3, the rate would be 

0.27% (1/26th of 7.0%, where 7.0% is the simple average of 5.0%, 5.5%, and 

6.0%, plus 1.50%).  Notwithstanding the foregoing, the exact amount to be 

credited as deemed interest 
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to any Participant's Account shall be determined by the Committee under such 

formulae as it shall adopt from time to time. 

 

                 3.4  Form of Payment.  Each Participant shall indicate on his 

or her deferral election (made pursuant to Section 3.1) the form of payment for 

the Compensation Deferrals (and the deemed interest thereon) to be made for the 

specific Plan Year covered by such deferral election.  A Participant may elect 

(a) a lump sum payment, (b) five annual installment payments, or (c) ten annual 

installment payments; provided, however, that a Participant who elects to 

receive annual installments for five or ten years shall receive payment in a 

lump sum if: (1) the Participant's termination of employment occurs due to his 

or her death or Disability, or (2) distribution to the Participant is 

accelerated due to a Change of Control.  A Participant's election as to the 

form of payment shall be irrevocable and shall apply to all amounts credited to 

the Participant's Account for the Plan Year with respect to which the election 

is made. 

 

 

                                   SECTION 4 

 

                                   ACCOUNTING 

 

                 4.1  Participants' Accounts.  For each Plan Year, at the 

direction of the Committee, there shall be established and maintained on the 

books of the Employer, a separate Account for each Participant to which shall 

be credited all Compensation Deferrals made by the Participant during such Plan 

Year, and the deemed interest on such Compensation Deferrals. 

 

                 4.2  Participants Remain Unsecured Creditors.  All amounts 

credited to a Participant's Account under the Plan shall continue for all 

purposes to be a part of the general assets of the Employer.  Each 

Participant's interest in the Plan shall make him or her only a general, 

unsecured creditor of the Employer.   In the event that an Employer (other than 

the Company) becomes insolvent and therefore unable to make a payment or 

payments owed by it under the Plan, the Company shall make such payments; 

provided, however, that nothing in this sentence shall make any Participant 

anything other than a general, unsecured creditor of the Company. 

 

                 4.3  Accounting Methods.  The accounting methods or formulae 

to be used under the Plan for the purpose of maintaining the Participants' 

Accounts, including the calculation and crediting of deemed interest, shall be 

determined by the Committee, in its sole discretion.  The accounting methods or 

formulae selected by the Committee may be revised from time to time. 
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                 4.4  Reports.  Each Participant shall be furnished with 

periodic statements of his or her Account, reflecting the status of his or her 

interest in the Plan, at least annually. 

 

 

                                   SECTION 5 

 

                                 DISTRIBUTIONS 

 

                 5.1  Normal Time for Distribution.  Subject to Sections 5.2, 

5.3, and 5.8, distribution of the balance credited to a Participant's Account 

shall commence no later than ninety days following the Participant's termination 

of employment with all Employers and Affiliates for any reason, but only to the 

extent that the payments in any Plan Year are deductible under section 162 of 

the Code.  If, pursuant to the foregoing sentence, any amounts are not paid when 

originally scheduled, such amounts shall be paid in the immediately following 

taxable year or years to the extent that such payments would be deductible under 

section 162 of the Code.  (During any such delay in payment, unpaid amounts 

shall continue to be credited with deemed interest under Section 3.3.) 

Notwithstanding the foregoing, distribution of a Participant's Account shall be 

made without regard to the deductibility of the payments under section 162 of 

the Code if the time for distribution is accelerated pursuant to Section 5.2 or 

Section 5.3.  If, pursuant to Section 3.4, the Participant elected to receive 

five or ten annual installment payments, his or her first installment shall be 

equal to 1/5th or 1/10th (respectively) of the balance then credited to his or 

her Account.  Each subsequent annual installment shall be paid to the 

Participant as near as administratively practicable to each anniversary of the 

first installment payment.  The amount of each subsequent installment shall be 

equal to the balance then credited to the Participant's Account, divided by the 

number of installments remaining to be made.  While a Participant's Account is 

in installment payout status, the unpaid balance credited to the Participant's 

Account shall continue to be credited with deemed interest under Section 3.3. 

 

                 5.2  Change of Control.  If there is a Change of Control, the 

balance then credited to a Participant's Account shall be distributed to him or 

her in a lump sum as soon as administratively practicable after the date of the 

Change of Control. 

 

                 5.3  Special Rule for Death or Disability.  If a Participant 

dies or becomes Disabled, the balance then credited to his or her Account shall 

be distributed to the Participant (or his or her Beneficiary) in a lump sum as 

soon as administratively practicable after the date of death or Disability. 
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                 5.4  Beneficiary Designations.  Each Participant may, pursuant 

to such procedures as the Committee may specify, designate one or more 

Beneficiaries. 

 

                          5.4.1  Spousal Consent.  If a Participant designates a 

person other than or in addition to his or her spouse as a primary Beneficiary, 

the designation shall be ineffective unless the Participant's spouse consents to 

the designation.  Any spousal consent required under this Section 5.4 shall be 

ineffective unless it (a) is set forth in writing, (b) acknowledges the effect 

of the Participant's designation of another person as his or her Beneficiary 

under the Plan, and (c) is signed by the spouse and witnessed by an authorized 

agent of the Committee or a notary public. Notwithstanding this consent 

requirement, if the Participant establishes to the satisfaction of the Committee 

that written spousal consent may not be obtained because the spouse cannot be 

located, his or her designation shall be effective without a spousal consent. 

Any spousal consent required under this Section 5.4 shall be valid only with 

respect to the spouse who signs the consent.  A Participant may revoke his or 

her Beneficiary designation at any time, provided that such revocation is in 

writing, and regardless of his or her spouse's previous consent to the 

Beneficiary designation being revoked, any such revoked designation shall be 

ineffective. 

 

                          5.4.2  Changes and Failed Designations.  A Participant 

may designate different Beneficiaries (or may revoke a prior Beneficiary 

designation) at any time by delivering a new designation (or revocation of a 

prior designation) in like manner.  Any designation or revocation shall be 

effective only if it is received by the Committee.  However, when so received, 

the designation or revocation shall be effective as of the date the notice is 

executed (whether or not the Participant still is living), but without prejudice 

to the Committee on account of any payment made before the change is recorded. 

The last effective designation received by the Committee shall supersede all 

prior designations.  If a Participant dies without having effectively designated 

a Beneficiary, or if no Beneficiary survives the Participant, the Participant's 

Account shall be payable to his or her surviving spouse, or, if the Participant 

is not survived by his or her spouse, the Account shall be paid to his or her 

estate. 

 

                 5.5  Financial Hardship.  In the event that a Participant 

incurs a "financial hardship" (as defined in Section 2.2), the Committee, in 

its sole discretion and notwithstanding any contrary provision of the Plan, may 

determine that all or part of the Participant's Account shall be paid to him or 

her immediately; provided, however, that the amount paid to the Participant 

pursuant to this Section 5.5 shall be limited to the amount reasonably 

necessary to alleviate the Participant's 
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hardship.  Also, payment under this Section 5.5 may not be made to the extent 

that the hardship may be relieved by suspension of the Participant's 

Compensation Deferrals in accordance with Section 2.2. 

 

                 5.6      Payments to Incompetents.  If any individual to whom 

a benefit is payable under the Plan is a minor or legally incompetent, the 

Committee shall determine whether payment shall be made directly to the 

individual, any person acting as his or her custodian or legal guardian under 

the California Uniform Transfers to Minors Act, his or her legal representative 

or a near relative, or directly for his or her support, maintenance or 

education. 

 

                 5.7  Undistributable Accounts.  Each Participant and (in the 

event of death) his or her Beneficiary shall keep the Committee advised of his 

or her current address.  If the Committee is unable to locate the Participant 

or Beneficiary to whom a Participant's Account is payable under this Section 5, 

the Participant's Account shall continue to be credited with deemed interest in 

accordance with Section 3.3.  Accounts that, in accordance with the preceding 

sentence, have been undistributable for a period of thirty-five months shall be 

forfeited as of the end of the thirty-fifth month.  If a Participant whose 

Account was forfeited under this Section 5.7 (or his or her Beneficiary) files 

a claim for distribution of the Account after the date that it was forfeited, 

and if the Committee determines that such claim is valid, then the forfeited 

balance shall be paid by the Employer in a lump sum cash payment as soon as 

practicable thereafter. 

 

                 5.8  Committee Discretion.  Within the specific time periods 

described in this Section 5, the Committee shall have sole discretion to 

determine the specific timing of the payment of any Account balance under the 

Plan.  In addition and notwithstanding any contrary provision of the Plan, the 

Committee, in its sole discretion, may cause the balance credited to a 

Participant's Account to be paid to him or her in a lump sum at any time 

following the Participant's termination of employment with all Employers and 

Affiliates. 

 

 

                                   SECTION 6 

 

                       PARTICIPANT'S INTEREST IN ACCOUNT 

 

                 6.1      Compensation Deferral Contributions.  Subject to 

Sections 8.1 (relating to creditor status) and 9.2 (relating to amendment 

and/or termination of the Plan), a Participant's interest in the balance 

credited to his or her Account at all times shall be 100% vested and 

nonforfeitable. 
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                                   SECTION 7 

 

                           ADMINISTRATION OF THE PLAN 

 

                 7.1  Plan Administrator.  The Company is hereby designated as 

the administrator of the Plan (within the meaning of section 3(16)(A) of 

ERISA). 

 

                 7.2  Committee.  The Plan shall be administered by the 

Company's Corporate Compensation Committee.  The Committee shall have the 

authority to control and manage the operation and administration of the Plan. 

Any member of the Committee may resign at any time by notice in writing mailed 

or delivered to the Secretary of the Company. 

 

                 7.3  Actions by Committee.  Each decision of a majority of the 

members of the Committee then in office shall constitute the final and binding 

act of the Committee.  The Committee may act with or without a meeting being 

called or held and shall keep minutes of all meetings held and a record of all 

actions taken by written consent. 

 

                 7.4  Powers of Committee.  The Committee shall have all powers 

and discretion necessary or appropriate to supervise the administration of the 

Plan and to control its operation in accordance with its terms, including, but 

not by way of limitation, the following powers: 

 

                 (a)      To interpret and determine the meaning and validity 

         of the provisions of the Plan and to determine any question arising 

         under, or in connection with, the administration, operation or 

         validity of the Plan or any amendment thereto; 

 

                 (b)      To determine any and all considerations affecting the 

         eligibility of any employee to become a Participant or remain a 

         Participant in the Plan; 

 

                 (c)      To cause one or more separate Accounts to be 

maintained for each Participant; 

 

                 (d)      To cause Compensation Deferrals and deemed interest 

to be credited to Participants' Accounts; 

 

                 (e)      To establish and revise an accounting method or 

formula for the Plan, as provided in Section 4.3; 

 

                 (f)      To determine the manner and form in which any 

distribution is to be made under the Plan; 

 

                 (g)      To determine the status and rights of Participants 

and their spouses, Beneficiaries or estates; 
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                 (h)      To employ such counsel, agents and advisers, and to 

obtain such legal, clerical and other services, as it may deem necessary or 

appropriate in carrying out the provisions of the Plan; 

 

                 (i)      To establish, from time to time, rules for the 

performance of its powers and duties and for the administration of the Plan; 

 

                 (j)      To arrange for annual distribution to each 

Participant of a statement of benefits accrued under the Plan; 

 

                 (k)      To publish a claims and appeal procedure satisfying 

the minimum standards of section 503 of ERISA pursuant to which individuals or 

estates may claim Plan benefits and appeal denials of such claims; 

 

                 (l)      To delegate to any one or more of its members or to 

any other person, severally or jointly, the authority to perform for and on 

behalf of the Committee one or more of the functions of the Committee under the 

Plan; and 

 

                 (m)      to decide all issues and questions regarding Account 

balances, and the time, form, manner, and amount of distributions to 

Participants. 

 

                 7.5  Decisions of Committee.  All actions, interpretations, 

and decisions of the Committee shall be conclusive and binding on all persons, 

and shall be given the maximum possible deference allowed by law. 

 

                 7.6  Administrative Expenses.  All expenses incurred in the 

administration of the Plan by the Committee, or otherwise, including legal fees 

and expenses, shall be paid and borne by the Employers. 

 

                 7.7  Eligibility to Participate.  No member of the Committee 

who is also an employee of an Employer shall be excluded from participating in 

the Plan if otherwise eligible, but he or she shall not be entitled, as a 

member of the Committee, to act or pass upon any matters pertaining 

specifically to his or her own Account under the Plan. 

 

                 7.8  Indemnification.  Each of the Employers shall, and hereby 

does, indemnify and hold harmless the members of the Committee, from and 

against any and all losses, claims, damages or liabilities (including 

attorneys' fees and amounts paid, with the approval of the Board of Directors, 

in settlement of any claim) arising out of or resulting from the implementation 

of a duty, act or decision with respect to the Plan, so long as such 
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duty, act or decision does not involve gross negligence or willful misconduct 

on the part of any such individual. 

 

 

                                   SECTION 8 

 

                                    FUNDING 

 

                 8.1  Unfunded Plan.  All amounts credited to a Participant's 

Account under the Plan shall continue for all purposes to be a part of the 

general assets of the Employer.  The interest of the Participant in his or her 

Account, including his or her right to distribution thereof, shall be an 

unsecured claim against the general assets of the Employer.  In the event that 

an Employer (other than the Company) becomes insolvent and therefore unable to 

make a payment or payments owed under the Plan, the Company shall make such 

payments; provided, however, that nothing in this sentence shall make any 

Participant anything other than a general, unsecured creditor of the Company. 

Nothing contained in the Plan shall give any Participant or beneficiary any 

interest in or claim against any specific assets of the Employer. 

 

 

                                   SECTION 9 

 

                      MODIFICATION OR TERMINATION OF PLAN 

 

                 9.1  Employers' Obligations Limited.  The Employers intend to 

continue the Plan indefinitely, and to maintain each Participant's Account 

until it is scheduled to be paid to him or her in accordance with the 

provisions of the Plan.  However, the Plan is voluntary on the part of the 

Employers, and the Employers do not guarantee to continue the Plan.  The 

Company at any time may, by amendment of the Plan, suspend Compensation 

Deferrals or may discontinue Compensation Deferrals, with or without cause. 

Complete discontinuance of all Compensation Deferrals shall be deemed a 

termination of the Plan. 

 

                 9.2  Right to Amend or Terminate.  The Board of Directors 

reserves the right to alter, amend or terminate the Plan, or any part thereof, 

in such manner as it may determine, at any time and for any reason.  The 

Company, in its sole discretion, may seek a private letter ruling from the 

Internal Revenue Service regarding the tax consequences of the Plan.  If such a 

ruling is sought, the Committee shall have the right to adopt such amendments 

to the Plan, including retroactive amendments, as the Internal Revenue Service 

may require as a condition to the issuance of such ruling. 

 

                 9.3  Effect of Termination.  If the Plan is terminated 

pursuant to this Section 9, the balances credited to the Accounts of the 

affected Participants shall be distributed to them at the 

 

 

 

 

 

                                       13 



   14 

time and in the manner set forth in Section 5; provided, however, that the 

Committee, in its sole discretion, may authorize accelerated distribution of 

Participants' Accounts as of any earlier date. 

 

 

                                   SECTION 10 

 

                               GENERAL PROVISIONS 

 

                 10.1  Participation by Affiliates.  One or more Affiliates of 

the Company may become participating Employers by adopting the Plan and 

obtaining approval for such adoption from the Board of Directors.  By adopting 

the Plan, an Affiliate is deemed to agree to all of its terms, including (but 

not limited to) the provisions granting exclusive authority to the Board of 

Directors to amend the Plan and the provisions granting exclusive authority to 

the Committee to administer and interpret the Plan.  Any Affiliate may 

terminate its participation in the Plan at any time.  The liabilities incurred 

under the Plan to the Participants employed by each Employer shall be solely 

the liabilities of that Employer, and no other Employer shall be liable for 

benefits accrued by a Participant during any period when he or she was not 

employed by such Employer.  A list of participating Employers, and the 

effective dates of their participation, is attached hereto as Appendix A. 

 

                 10.2  Inalienability.  In no event may either a Participant, a 

former Participant or his or her Beneficiary, spouse or estate sell, transfer, 

anticipate, assign, hypothecate, or otherwise dispose of any right or interest 

under the Plan; and such rights and interests shall not at any time be subject 

to the claims of creditors nor be liable to attachment, execution or other 

legal process.  Accordingly, for example, a Participant's interest in the Plan 

is not transferable pursuant to a domestic relations order. 

 

                 10.3  Rights and Duties.  Neither the Employers nor the 

Committee shall be subject to any liability or duty under the Plan except as 

expressly provided in the Plan, or for any action taken, omitted or suffered in 

good faith. 

 

                 10.4  No Enlargement of Employment Rights.  Neither the 

establishment or maintenance of the Plan, the making of any Compensation 

Deferrals nor any action of any Employer or the Committee, shall be held or 

construed to confer upon any individual any right to be continued as an 

employee of the Employer nor, upon dismissal, any right or interest in any 

specific assets of the Employers other than as provided in the Plan.  Each 

Employer expressly reserves the right to discharge any employee at any time. 
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                 10.5  Apportionment of Costs and Duties.  All acts required of 

the Employers under the Plan may be performed by the Company for itself and its 

Affiliates, and the costs of the Plan may be equitably apportioned by the 

Committee among the Company and the other Employers.  Whenever an Employer is 

permitted or required under the terms of the Plan to do or perform any act, 

matter or thing, it shall be done and performed by any officer or employee of 

the Employer who is thereunto duly authorized by the board of directors of the 

Employer. 

 

                 10.6  Compensation Deferrals Not Counted Under Other Employee 

Benefit Plans.  Compensation Deferrals under the Plan will not be considered 

for purposes of contributions or benefits under any other employee benefit plan 

sponsored by the Employers. 

 

                 10.7  Applicable Law.  The provisions of the Plan shall be 

construed, administered and enforced in accordance with ERISA, and to the 

extent not preempted by ERISA, with the laws of the State of California. 

 

                 10.8  Severability.  If any provision of the Plan is held 

invalid or unenforceable, its invalidity or unenforceability shall not affect 

any other provisions of the Plan, and in lieu of each provision which is held 

invalid or unenforceable, there shall be added as part of the Plan a provision 

that shall be as similar in terms to such invalid or unenforceable provision as 

may be possible and be valid, legal, and enforceable. 

 

                 10.9  Captions.  The captions contained in and the table of 

contents prefixed to the Plan are inserted only as a matter of convenience and 

for reference and in no way define, limit, enlarge or describe the scope or 

intent of the Plan nor in any way shall affect the construction of any 

provision of the Plan. 
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